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In the Xoithern Division of the United States

District Court for the Northern District of

California.

IN BANKRUPTCY.
No. 5552

In tlie Matter of

WATERFOPvD IRRIGATION DISTRICT,

An Insolvent Taxing District.

ORDER CONTINUING PROCEEDING
IN EFFECT

The petition of Waterford Irrigation District,

the taxing District above-named, for an order con-

tinuing the above-entitled proceeding in effect to

and until the 24th day of May, 1936, unless it shall

have sooner been terminated by final decree entered

herein, having been heard in open court this day and

Counsel for all of the creditors of said District who

have appeared herein having stipulated with Coun-

sel for said Petitioner that said matter might be

heard without notice, and it appearing to the satis-

faction of the Court that no formal decree confirm-

ing the plan of readjustment of the indebtedness

of said District set forth in its original petition on

file herein has been entered and that more than one

year has elapsed since the filing of said original

petition, and said District having filed herein vari-

ous consents in writing, signed by creditors of said

District holding outstanding bonds of said District

and unpaid interest coupons appertaining thereto

in an amount greater than one-half of the total
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amount of all claims of creditors of said District

atfected by said plan of readjustment, and it further

appearing to the satisfaction of the Court that

creditors of said District holding more than one-

half in amount of all claims affected by said plan

of readjustment have consented in writing to such

continuance; now, therefore,

IT IS HEREBY ORDERED that the above-

entitled proceeding be, and hereby is, continued in

effect to and until the 24th [1*] day of May, 1936,

luiless sooner terminated by final decree of this

Court entered herein.

Done in open court this 4th day of February,

1936.

HAROLD LOUDERBACK
Judge of the above-entitled Court.

[Endorsed] : Filed Feb. 5, 1936. [2]

[Title of Court and Cause.]

ORDER AMENDING MINUTES OF THE
(^OURT AND AUTHORIZING ENTRY OF

FINDINGS OF FACT AND CONCLUSIONS

OF LAW AND FORMAL DECREE AS OF

JULY 30, 1935.

WHEREAS, this Court did on the 3rd day of

July, 1935, after due consideration of the Report

of the Special Master herein, overrule certain Ex-

ceptions to said Report and did affirm said Report

•P^e numbering appearing at the foot of page of original certified

Transcript of Kecord.
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as made by said Special Master and, in making

said order, it was the purpose and intent of this

Court to, and this Court did, confirm the plan of

readjustment of the outstanding indebtedness of

Waterford Irrigation District, the Petitioner here-

in, as said plan is set forth in the petition of said

District on file herein, but the record of said order

in the minutes of the C^ourt does not clearly express

the intent and purpose of the Court and the terms

and scope of said order ; and

WHEREAS, it was further ordered on said 3rd

day of July that the fees of the Special Master

should be determined thereafter hj the (^ourt and

thereafter the Court did fix the amoimt of said fees

at the sum of $500 in addition to the amounts shown

in said Report to have been expended in said Special

Master for necessary expenses in connection with

said matter; and

WHEREAS, the parties herein have stipulated

in open Court that the matters covered by this tjrder

may be considered at this time; now, therefore,

IT IS HEREBY ORDERED that the minutes

of this Court for the 3rd day of July, 1935, insofar

as they relate to said matter, be, and hereby are,

amended so as to read as follows:

"Special Master's report and exceptions

tliere-[3]to having been submitted and being

now fully considered, it is ordered that the said

report l)e and same is hereby affirmed and ex-

ceptions thereto are hereby overruled, and that

the plan of readjustment of the outstanding in-

debtedness of Waterford Irrigation District,
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the Petitioner herein, be and same is hereby

confirmed, Further ordered that fees of Special

Master shall be determined by Court at hear-

ing to be had thereon, said hearing to be noticed

to all parties interested."

AND IT IS FURTHER ORDERED that find-

ings of fact and conclusions of law in accordance

with the facts found and reported in said Special

Master's report and in accordance with this order,

and a formal decree showing the confirmation of

said plan of readjustment and other pertinent mat-

ters and prescribing the procedure to be taken for

the consummation of said plan may be entered here-

in as of the 30th day of July, 1935, and that said

decree may include a judgment for costs in the

amount of $5.00 for each of said Exceptions over-

ruled.

Done in open court this 4th day of February,

1936.

HAROLD LOUDERBACK
Judge of the above-entitled Court

[Endorsed] : Filed Feb. 5, 1936. [4]

[Title of Court and Cause.]

FINDINGS OF FACT AND CONCLUSIONS
OF LAW

At a stated term of the Northern Division of the

United States District Court for the Northern Dis-

trict of California, held at the Court Room thereof,

in the City and County of San Francisco, on the
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3rd day of July, in the year of our Lord one thou-

sand nine hundred and thirty-five, the above-entitled

proceeding came on regularly for hearing before the

Honorable Harold Louderback, District Judge, upon

the report of Stephen N. Blewett Esq., Special

Master theretofore appointed by the Court to take

testimony in support of and in opposition to the pe-

tition of Waterford Irrigation District filed herein

;

said petitioning irrigation district being represented

by Messrs. Hankins and Hankins of San Francisco,

California, and certain creditors of said district,

to-wit, George F. Covell, George H. McKaig, David

F. Selby, E. A. Covell, Nellie L. Covell, and N. O.

Bowman, having appeared herein in opposition to

said petition and being represented by W. Coburn

Cook, Esq., of Turlock, California, and certain other

creditors of said petitioning district, to-wit, Alice

Dennett and Eleanor Dennett, having appeared

herein in opposition to said petition and being re-

presented by Messrs. Dennett & Zion of Modesto,

(California, which said creditors so appearing are

hereinafter referred to as "the Respondents"; and

Counsel for the Respondents having duly filed here-

in Twelve Exceptions to said report of said Sp^^eial

Master and having presented to the Court a inotion

that said report be amended hy striking therefrom

[5] the summary of testimony contained in said

report and inserting in lieu thereof a certain sum-

mary of testimony attached to said exceptions, and

the Court having duly and fully considered said

report of said Special Master and said exceptions

thereto and said motion, and having on said 3rd
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day of July, by order orally made, affirmed said

rcpoi't of said Special Master and confirmed said

plan of readjustment and overruled all of the ex-

ceptions thereto, except that the Court took under

further consideration the matter of fees to be allow-

ed to said Special Master for his services in said

matter, and the Court having thereafter determined

that the amount to be allowed as such fees should

]w Five Hundred Dollars, and the making of Find-

ings of Fact and Conclusions of Law and the entry

of a formal decree herein having been unavoidably

delayed beyond the expiration of one year from

the date of the tiling of the original petition herein,

and said proceeding having, by order of this court

made on the 4th day of February, 1936, pursuant to

the written consent of creditors of said District hold-

ing more than one-half in amount of all claims

atf( eted by said plan, been duly continued in etfect

to and until the 24th day of May 1936 unless sooner

terminated by entry of a final decree herein, and

the court having, by order duly made on said 4th

day of February 1936, amended the minutes of the

court for said 3rd day of July, 1935, to show the

confirmation of said plan of readjustment and au-

thorized the signing and filing of Findings of Fact

and Conclusions of Law" and a final decree herein as

of the 30th day of July, 1935; now therefore,

THE COURT NOW MAKES herein the follow-

ing Findings of Fact

:

I.

That Petitioner, Waterford Irrigation District, is

an irrigation district duly organized September 15,
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1913, under and by virtue of that certain statute of

the State of California entitled "An act to provide '

for the organization and government of [6] irri-

gation districts and to provide for the acquisition or

construction thereby of works for the irrigation of

the lands embraced within such districts, and, also,

to provide for the distribution of water for irriga-

tion purposes," approved March 31, 1897, as said

statute had been amended and was in effect on said

15th day of September, 1913, which said statute, as

amended from time to time, is known as and is here-

inafter called, the "California Irrigation District

Act," and that said district has, ever since its or-

ganization, existed under and been subject to and

governed by said statute as the same has been from

time to time amended and has been subject to and

governed by all other statutes supplementary there-

to; that said district comprises approximately 14,110

acres of land, all of which is located in the County of

Stanislaus, State of California, and within the

Northern Division of the Northern Judicial Dis-

trict of California.

II.

That in the year 1916, said district duly author-

ized the issuance of its bonds in the sum of $465,000,

which said bonds were designated as the First I^sue

of the bonds of said district and were dated January

1, 1917, and thereafter were all sold; that each of

said bonds provided that it was to bear interest at

the rate of 6 per cent per annum, payable January

1st and Julv 1st of each year of the life of the re-
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spective bonds, at the office of the Treasurer of said

district at Waterford, California, and that said

bonds were made payable serially in various amounts

on the 1st day of January of each of the years

from 1928 to 1947, both inclusive; that at the time

of said hearing before said Special Master certain

of the bonds of said First Issue of the face value

of $18,600 had matured and had been paid by said

district, and there were then, and now are, out-

standing bonds of said First Issue of the total face

value of $446,400 ; that when said bonds were issued

the semi-annual interest to accrue thereon was evi-

denced by [7] coupons attached thereto.

That in the year 1919, said district duly author-

ized the issuance of its bonds in the sum of $205,000,

which said bonds were designated as the Second

Issue of the bonds of said district and were dated

fluly 1, 1919, and thereafter were all sold; that each

of said bonds provided that it Avas to bear interest

at the rate of 51^% per cent per annum, payable

-Januar}^ 1st and July 1st of each yea]' of the life

of the respective bonds at the office of the Treasurer

of said district at Waterford, California, and evi-

denced by coupons attached to the respective bonds

;

that said bonds were made payable serially in vari-

ous amounts on the 1st day of July of each of the

years from 1927 to 1946, both inclusive ; that at the

time of said hearing before said Special Master cer-

tain:: of the bonds of said Second Issue of the face

value of $19,475, had matured and had been paid

]\v said district, and there were then, and now are.
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outstanding bonds of said Second Issue of the total

face value of $185,525.

That said district has paid, or made provision

for the pajanent of, all of its said bonds and interest

coupons maturing on or prior to the 1st day of

January, 1932, but none of such bonds or interest

coupons which have matured since January 1, 1932,

has been paid; that the total face vahie of the out-

standing bonds of said district is $631.925 ; that on

the 3rd day of July, 1935, certain of said bond? and

interest coupons had matured and had not been

paid, to-wit:

Matured and Matured and
Unpaid Bonds Unpaid Coupons Totals

First Issue $65,100.00 $86,490.00 $151,590.00

Second Issue 29,725.00 33,740.41 63.465.41

TOTALS $94,825.00 $120,230.41 $215,055.41

That the amounts of bonds and interest coupons

maturing or to mature on the respective dates of

payment are as follows: [8]

First Issue Second Issue
Unpaid Unpaid

Date Bo nds Coupons Bonds Coupons T:t3l

1932

Jan. 1, $13,950 $13.9o0.00

jx;ly 1, $12,973.50 $5,125 $5,101.93 23.200.43

1933

Jan. 1, 13,950 12,973.50 4.961.00 31.^S4.50

j^;ly 1^ 12,555.00 6,150 4.961.00 23.666.00

1934

Jan. 1, 18.600 12,555.00 4.791.87 35.946.87

jniy 1, 11,997.00 8,200 4,791.87 24.9«S.S7

1935

Jan. 1, 18,600 11,997.00 4.566.37 .35.163.37

ji^ly 1^ 11,439.00 10,250 4,566.37 26.255.37
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Jan.

July

1937

Jan.

July 1,

1938

Jan.

July

1939

Jan.

July ^)

1940

Jan.

July ^j

1941

Jan.

July '-J

1942

Jan.

July -*-?

1943

Jan.

July

1944

Jan.

July -*-)

1945

Jun. J^»

July --J

1946

Jan. -'->

July -^j

1947

Jan. 1

TOTALS
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First Issue Second Issue
Unpaid Unpaid

Bonds Coupons Bonds Coupons Total

23,250 11,439.00 4,284.50 38,973.50

10,741.50 12,300 4,284.50 27,326.00

25,575 10,741.50 3,946.25 40,262.75

9,974.25 12,300 3,946.25 26,220.50

25,575 9,974.25 3,608.00 39,157.25

9,207.00 12,300 3,608.00 25,115.00

27,900 9,207.00 3,296.75 40,376.75

8,370.00 13,325 3,296.75 24,964.75

27,900 8,370.00 2,903.31 39,173.31

7,533.00 14.350 2,903.31 24,786.31

27,900 7,533.00 2,508.68 37,941.68

6,696.00 14,350 2,508.68 23.554.68

27,900 6,696.00 2,114.06 36,710.06

5,859.00 14,350 2,114.06 22,323.06

27,900 5,859.00 1,719.43 35,478.43

5,022.00 15,375 1,719.43 22,116.43

32,550 5,022.00 1,296.62 38,868.62

4,045.50 15,375 1,296.62 20,717.12

37,200 4,045.50 873.81 42,119.31

2,929.50 15,375 873.81 19.178.31

46,500 2,929.50 451.00 49,880.50

1,534.50 16,400 451.00 18,385.50

51,150 1,534.50 52,684.50

$446,400 $241,753.50 $185,525 $87,691.23 $961,369 73

[9]
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III.

That the governing body of said district is a

Board of Directors, as provided in said act there-

under said district was organized and, by order of

said Board, said district duly filed herein on the

6th day of August, 1934, a petition stating that

it was insolvent and unable to meet its debts as

they matui'ed and that it desired to effect a plan

of readjustment of its debts; that said petition

was accompanied by payment to the Clerk of this

Court of the filing fee required by law, and said

petition did state that a plan of readjustment had

l3een prepared and was filed and submitted with

said petition, and that creditors of said district own-

ing not less than 66-2/3 per centum in amount of

the bonds of the Petitioner, excluding bonds, notes,

or certificates of indebtedness owned, held, or con-

trolled l)y the Petitioner in a fund or otherwise,

had accepted it in writing; that said written ac-

ceptances were attached to and filed with said peti-

tion; that said district had theretofore prepared a

plan of readjustment of its indebtedness and said

plan was filed and submitted with said petition;

that said plan provided for the purchase of the

outstanding bonds of said district with money to

be ol)tained hy a loan to said district from the

Reconstruction Finance Corporation, an agency of

the United States of America, as was set forth

in a certain resolution of said Reconstruction

Finance Corporation authorizing a loan of not ex-

ceeding $312,500 to or for the benefit of said district

on certain terms and conditions set forth in said
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resolution, whereof a copy was attached to said

petition; that there was also attached to said peti-

tion a resolution duly adopted by the Board of

Directors of said district accepting said loan for

and on ])ehalf of said district on the terms and

conditions set forth in said resolution of said Re-

construction Finance Corporation; that said reso-

lution of said Reconstruction Finance Corporation

recited that the indebtedness of said district as of

February 1, 1933, consisted of [10] its outstanding

bonds in the principal amount of $634,925, and

unpaid interest thereon in the sum of $53,525.93,

and the bonds and coupons evidencing such indebt-

edness were referred to in said resolution, and are

hereinafter referred to, as the "Old Securities";

that said statement of indebtedness included bonds

of the face value of $3,000 which matured prior

to January 1, 1932, and have since been paid and

included certain interest coupons which matured

January 1, 1932, or prior thereto, which have since

Ijeen paid or provided for, and that the Old Securi-

ties subject to said plan of readjustment are the

outstanding bonds and interest coupons shown in

the table on page 5 hereof; that said resolutions

provided that the holders of Old Securities who

sliould join in said plan should de^Dosit the same or

otherwise give satisfactory assurances that the Old

Securities held by them would be subjected to

said plan; that said resolution further provided

that any balance of the loan to be authorized that

might not be required for paying for Old Seeuri-
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ties so deposited might be applied either to the

payment of costs incurred in connection with such

refinancing or to the pa}Tnent of any sums that it

might prove advisable to advance in order to avoid

the necessity of the issuance of new bonds having

a principal of less than $1,000, as might be deter-

mined by the Chief or Acting Chief of the Drain-

age, Levee and Irrigation Division of said Recon-

struction Finance Corporation, called in said reso-

lution and hereinafter referred to as "the Divi-

sion Chief"; that said resolution also provided that

the loans to be made thereunder should be condi-

tioned upon the authorization by said district of re-

funding bonds having a principal amount sufficient,

in the opinion of the Division Chief and Counsel

for said Reconstruction Finance Corporation, to

insure the completion of the proposed refinancing,

which said bonds should bear interest at the rate of

4% per annum payable semi-annually; that said

resolution further provided that the amounts to be

loaned by said corporation thereunder should be

sufficient to provide for the purchase of all of the

out- [11] standing bonds of said district at the

rate of 48.82 cents for each dollar of principal

amount thereof, provided that all of said bonds had

been deposited as provided in said resolution for

acceptance of said price at the time when said cor-

jjoration should make its first loan thereunder ; that

it was further provided in said resolution that said

price of 48.82 cents for each dollar of principal

amount of bonds deposited as provided in said
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resolution should be paid for the bonds so de-

posited in case said district was unaljle to procure

the deposit of all of its outstanding bonds, but

should procure as large a proportion thereof as

should l)e required or approved by the Division

Chief; that said resolution further provided that

pa^anent would be made for any of said outstand-

ing bonds not thus deposited at the time when the

first loan should be made under said resolution,

but subsequently deposited, at the rate of 46.82

cents on each dollar of principal amount of said

]jonds, provided they should be deposited within

such time or times as might be fixed or approved

by the Division Chief ; that said resolution also pro-

vided that each of the bonds deposited as afore-

said should be accompanied by such of its appur-

tenant coupons, if any, representing interest ac-

crued on or before February 1, 1933, as might be

required by the Division Chief and should also be

accompanied by all coupons representing interest

payable thereon after said date, and that, in case

any such bond or bonds should not be accompanied

by any coupon required by the Division Chief rep-

resenting interest accrued on or before February 1,

1933, the amount payable on such bond or bonds

should be reduced in such amount as might be

determmed by the Division Chief, but that such

reduction should not be less than 44.79 cents for

each dollar of the face amount of such missing

coupons, and that if any bond should be presented

with any coupon or coupons missing that had ma-
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turcd or were to mature after the aforesaid date,

the Division Chief might refuse to accept the same

or deduct from the price to lie paid for said bond

the full face amount of such missing coupon or

(•(Uipons, but if any such bond should be [12] de-

posited without all the required coupons and for

that reason a reduction should be made in the price

of such bond and thereafter such missing coupon or

coupons should be deposited as prescribed or ap-

proved by the Division Chief, there should be paid

for such coupon or coupons an amount equal to

the sum originally deducted on account thereof,

but that in no event would any pa^Taent be made

from said loan for any interest coupons, but that

the payments to be made under said plan for Old

Securities are to be made for bonds only, and the

full amount to be paid for any bonds under said

plan can be obtained only by surrendering with

said bonds all interest coupons appertaining thereto

and maturing on or after July 1, 1932, and that no

allowance is provided for in said plan for counsel

fees or any other expenses of any creditors of said

district appearing herein to contest said petition

or otherwise objecting to or taking any measures

to prevent the carrying out of said plan.

IV.

That pursuant to said plan the American Trust

Company, a banking corporation, was selected as a

depositary for Old Securities referred to in said

resolution of the Reconstruction Finance Corpora-
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tion; that bonds of said distiict of the total face

value of $459,600, with the unpaid interest coupons

appertaining thereto and maturing on or after July

1, 1932, have been deposited with said American

Trust Company for acceptance of the price offered

therefor under said plan as aforesaid ; that the only

creditors of said district affected by said plan were

and are the holders of the outstanding bonds <»f said

district, towit, bonds of the total face value of $60!,-

925, and the unpaid interest coupons appertaining

thereto, as shown in said table on page 5 hereof;

t1iat said petition was accompanied with written

acceptances of said plan by creditors of said district

owning not less than 30 per centum, to-wit, in excess

of 66 2/3 per centum, [13] in amount of the bonds,

notes, and certificates of indebtedness of said dis-

trict affected by said plan, excluding bonds, notes,

or certificates of indebtedness owned, held, or con-

trolled by said district in a fund or otherwise; that

said petition was also accompanied with a list of all

known creditors of said district, together with tlioir

addresses so far as known to said district and

description of their respective claims, showing sc^pa-

rately those who had accepted said plan of readjust-

ment, together with their separate addresses.

V.

That upon the filing of said petition, an order of

the Court was duly made and entered herein a]v

proving it as properly filed in good faith undrr

Chapter IX of the Bankruptcy Act, and thereupon
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an order was duly made and entered herein fixing

a time and place within 90 days after the approval

of said petition for the purpose of considering the

plan of readjustment filed therewith and any

changes therein or modifications thereof which

might be proposed, and prescribing a form of notice

of said hearing, and said order did require said dis-

trict to give notice of said hearing in substantially

the form so prescribed, by publication of such notice

for at least once a week for three successive weeks

in The Waterford News, which said The Waterford

News was and is a newspaper of general circula-

tion printed and published in said County of Stanis-

laus, and said order did also require said district

to mail a copy of said notice, enclosed in a sealed

envelope with postage thereon fully prepaid, to each

creditor named in the list of creditors accompany-

ing said petition at the respective addresses given in

said list; that notice of said hearing in the form

prescribed in said order was given by publication

in said The Waterford News for at least once a week

for three successive weeks and by mailing copies

thereof to the known creditors of said district as

required in said order as aforesaid ; that said matter

[14] came on regularly to be heard at the time and

place fixed in said order and said notice ; that there-

upon the Respondents above named appeared by

their respective Counsel above named and contro-

verted certain facts sets forth in said petition; that

thereupon said matter was continued until a date

more than 90 days after the first publication of said

I
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notice; that no other creditors of said district ap-

peared herein, and thereupon said matter was re-

ferred by this Court to Stephen N. Blewett, Esq.,

of Stockton, California, as Special Master to take

testimony in support of said petition and in opposi-

tion thereto ; that such testimony was duly taken be-

fore said Special Master and a transcript of such

testimony and the exhibits submitted to said Special

Master and the report of said Special Master there-

on and twelve exceptions of Counsel for Respond-

ents to said rejDort were filed with and duly con-

sidered by the Court, and that Counsel for the Re-

spondents moved the Court to strike from said re-

port of said Special Master the summary of the

testimony taken before said Special Master as set

forth in said report and to substitute therefor a cer-

tain summary of said testimony submitted by Coun-

sel for the Respondents.

VI.

That less than one-half of the land within said

district is suitable for irrigation; that water for

irrigation purposes has been available for use in

said district since the year 1919 and the greatest

quantity of land within said district which has been

irrigated in any year is 5,650 acres, or only about

40% of the total area of said district; that the de-

pendable water supply available for the use of said

district is not sufficient for the irrigation of more

than about one-half of the area thereof; that, by

reason of the location of said district between tlie
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Tuoluftine River along or near the Southerly boun-

dary thereof and a natural watercourse known as

Dry Creek along or near the Northerly boundary

thereof, the lands within said district are drained

rapidly [15] and to an excessive amount, making

necessary the application of larger amounts of

water for the proper irrigation of said lands than

are required for the irrigation of similar lands in

other irrigation districts in that vicinity, and mak-

ing necessary the application of fertilizing mater-

ials in larger amounts than are necessary in the

farming of similar lands in other irrigation dis-

tricts in that vicinity ; that diligent efforts have been

made to colonize said district and bring the lands

therein under cultivation for irrigated crops, but,

by reason of the facts aforesaid, it has not been and

vn}] not be possible to increase materially the irri-

gated area in said district; that said district has

exercised due diligence in the levying and collection

of assessments and otherwise to obtain revenue to

meet its obligations under its outstanding bonds and

to provide for the expenses of the operation and

maintenance of its irrigation works, but it has

been impossible for said district to collect sufficient

sums, by assessments or otherwise, to enable it to

pay its debts as they matured or to maintain in

proper condition it irrigation works; that said dis-

trict is now in default in the payment of all of its

outstanding bonds which matured January 1. 1932.

and of all of said bonds which have matured since

said date and i^ also in default in the pa^Tuent of
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all interest which has accrued on said outstanding-

bonds since the 1st day of January, 1932 ;
that the

works of said District are in need of repair; that

in the year 1929 said District levied an assessment

on all of the land therein at the rate of $5.90 on each

$100 of assessed valuation, according to the equal-

ized assessment book of said District for said year,

for the purposes of providing for payment of in-

terest on its outstanding bonds and for the payment

of 8uch bonds due or to become due before the end

of the next succeeding year and for the payment of

the general expenses of said District and the cost

of the operation and maintenance of its irrigation

works, which [16] said assessment amounted to

$63,675.57 ; that the assessments of said District are

payable in two installments, one thereof to become

delinquent if not paid on the last Monday in De-

cember of the year in which the assessment is levied,

and the other thereof to become delinquent on the

last Monday in June of the next following year;

that 23.7 per cent of said assessment was delinquent

after the last Monday in June, 1930; that in the

year 1930, said District levied as aforesaid, an

assessment on all the lands therein at the rate of

$6.90, which said assessment amounted to $74,471.27,

and that 21.2 per cent of said assessment was delin-

quent following the last Monday in June, 1931; that

in the year 1931, said District levied as aforesaid,

an assessment on all the lands therein at the rate of

$5.75, which said assessment amounted to $63,113.94,

and that 40.8 per cent of said assessment was delin-
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quent following the last Monday in June, 1932 ; that

in the 3^ear 1932, said District levied as aforesaid,

an assessment at the rate of $4.50 on each $100 of

assessed valuation ; that said rate was reduced below

the rates in said preceding years because the Board"

of Directors of said District estimated that large

amounts of revenue would be received from the re-

demption of lands sold in previous years for de-

linquent assessments ; that the total amount so levied

was $49,214.70, but that 61.2 per cent thereof was

delinquent following the last Monday in June, 1933

;

that by reason of the aforesaid delinquencies in the

payment of assessments, said District was unable to

meet all of the bond interest and bond principal

maturing January 1, 1933, and had defaulted and

had, until the time for levying an assessment in the

year 1933, continued to default on its bond interest

and principal to the extent of more than 20 per cent

of the amount then due and that in said year, said

District was authorized Ijy the California Districts

Securities Commission, in accordance with the pro-

visions of Secton 11 of that certain statute of the

State of California [17] approved June 19, 1931,

and known as and hereinafter called the "California

Districts Securities Commission Act," to lev\" and

did levy as aforesaid, an assessment upon the lands

within said District at the rate of $4.00 upon each

$100 of assessed valuation of land therein, except

certain lands that had been deeded to said District

for delinquent assessments ; that the Board of Direc-

tors of said District foimd that said rate of assess-
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ment was all that it would be reasonably possible

for the lands in said District, taken as a whole, to

pay without exceeding a delinquency of 15 per cent,

and said finding was approved by said Commissiuu

;

that the total amount of assessment levied at said

rate on the lands within said District in said year

was $43,000.12, and that after the last Monday in

June, 1934, 61.2 per cent of said assessment was

delinquent; that by reason of the delinquencies

aforesaid, said District continued to be in default in

the payment of interest and maturing principal of

interest and maturing principal of its bonds and in

1934 was again authorized by said (lonmiission to

levy as aforesaid, and did levy, an assessment on

all the lands in said District at the rate of $4.00 upon

each $100 of assessed valuation of land therein, ex-

cept certain lands which had been deeded to said

District for delinquent assessments, which said

assessment was found by said Board of Directors to

be all that it would l)e reasonably possible for the

knds in said District, taken as a whole, to pay

without exceeding a delinquency of 15 per cent,

which said finding was approved by said (Com-

mission; that the total valuation of the lands in said

District, according to its equalized assessment book

for the year 1934, was $1,010,923, which said valu-

ation does not include any valuation of improve-

ments on said lands ; that on the 30th day of Sep-

tember, 1934, the assets and liabilities of said Dis-

trict, as shown by its books, were as follows: [IS]



1

24 George F. Covell, et ah vs.

ASSETS
Cash:

General Fund $2,212.96

Bond Fund 7,048.56

Construction Fund 10,878.10 $20,139.62

Assessment Sale Certificates 77,800.41

Sundry Debtor 415.57

Modesto Canal rights 254,000.00

Preliminary Survey and •

Organization Expense 18,934.39

Construction and Equipment 268,514.31

La Grange Mining Ditch Right 170,000.00

Assessment Lands 12,129.06

TOTAL $821,933.36

LIABILITIES
Warrants payable 2,693.91

Unpaid matured bond interest coupons 87,939.43

Bond interest accrued but not yet

payable 8,281.69

Bonds outstanding 631,925.00

TOTAL $730,840.03

VII.

That because of the facts aforesaid, particularly

the insufficiency of the water supply of said Dis-

trict, the rapid drainage of the lands therein, and

the large areas which have not been irrigated and

which it is not and will not be practicable to irri-
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gate, said District will not be able to collect suffici-

ent sums, by assessments or otherwise, to pay it;s

existing debts as they mature or to raise, by assess-

ments or otherwise, more revenue than will be nec-

essary to provide for the operation and maintenance

of the works of said District and the general ex-

penses of said District and to pay the amounts to

l)e required under the refunding bonds provided for

in said plan of readjustment; that the market value

of the outstanding bonds of said District is now

less than the price offered for said bonds under said

plan of readjustment, and unless said plan is car-

ried out, the delinquency of the land within said

District in the payment of assessments thereof will

increase, the revenues of said District will be dimin-

ished and the [19] value of the outstanding bonds

of said district will be greatly decreased, and that it

will be for the best interests of the creditors of

said district if said plan of readjustment is con-

summated.

VIII.

That all of the creditors of said district are of

one class, to-wit, the holders of the outstanding

])onds of said district and of the unpaid matured

interest coupons thereof.

IX.

That said plan of readjustment is fair, equitable

and for the best interests of the creditors of said

district and does not discriminate unfairly in favor

of anv class of creditors.
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X.

That said plan complies with the provisions of

Subdivision (b) of Section 80 of the Bankruptcy

Act, in that said plan modifies and alters the rights

of all holders of outstanding bonds of said District

and interest coupons appertaining thereto and ma-

turing or to mature on or after July 1, 1932: that

no creditor of said District is affected by said plan

of readjustment except the holders of such out-

standing bonds and interest coupons and that, in

the signing of the written acceptances of the plan

of readjustment on file herein, the creditors of said

District so accepting such plan acted in person and

not through any committee, organization, group or

individual.

XI.

That said plan has been accepted and approved

as required by the provisions of Subdivision (d)

of said Section 80 of the Bankruptcy Act, to-wit:

that it has been accepted in writing filed in this

proceeding by or on l^ehalf of creditors of said

District holding more than 66 2/3 per centum in

amount of the claims of all classes of said District

affected by said plan, but excluding claims owned,

held or controlled by said District, and that said

plan has been accepted and approved by said Dis-

trict in a writing [20] filed in this proceeding, signed

in its name by an authorized authority, to-wit, the

petition on file herein, which is signed in the name
of Waterford Irrigation District by E. Whitney,

President of its Board of Directors, and by V. W.
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QiiinJey, Secretary of its Board of Directors, and

that such signing of said petition was duly author-

ized by resohition of said Board unanimously

adopted at a meeting thereof dul}^ called and held

on the 14th day of July, 1934 ; that said written ac-

ceptances of said plan of readjustment were signed

by the holders of bonds of the First Issue of the

bond of said District aggregating in face value

$308,200, and the unpaid interest coupons appertain-

ing thereto, being more than 69 per centum in

amount of the total amount of the outstanding bonds

of said First Issue and the unpaid interest coupons

appertaining thereto, and that such written accept-

ances were signed by the holders of bonds of the

Second Issue of the bonds of said District aggre-

gating in face value $151,400, and the unpaid inter-

est coupons appertaining thereto, being more than

81 per centum in amount of all of the outstanding

l^onds of said Second Issue, and the unpaid interest

coupons appertaining thereto.

XII.

That all amounts to be paid by said District for

services or expenses incident to the readjustment of

its indebtedness as proposed in said plan have been

fully disclosed herein and are reasonable, which said

amounts are as follows:
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Escrow fee for deposit of Old Securities...$ 300

Printing escrow agreements and

receipts 50

Typing and mailing letters and postage TOO

Fee of Orrick, Palmer & Dahlqnist,

bond counsel 624

Balance of fee of Hankins and Hankins,

attorneys for the District 1,000

Expenses of California Districts

Securities Commission 100

Cost of printing refunding bonds

(estimated ) 400

Filing fee, cost of publication of notices,

and incidental expenses in this

proceeding 250

[21]

]Miscellaneous expenses for meetings, con-

tacting bondholders, legal expenses not

specified, including cost of this proceed-

ing not otherwise provided for, and

other incidental costs $1,600

TOTAL $4,674

XIII.

That the offer of said plan and its acceptance as

aforesaid were and are in good faith.

XIV.

That the filing of said petition herein was legal-

ized, ratified, confirmed and declared valid to all

intents and purposes, and the power of tlio T^oti-
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tioner herein to file such petition and take such

other proceedings under or in contemplation of pro-

ceedings under Chapter IX of the Bankruptcy Act

was ratified and confirmed by that certain act of

the Legislature of California, adopted at the special

session thereof in September, 1934, and entitled

''An act in relation to relief from special assess-

ments and in relation to financial relief therefrom,

and of taxing districts, as defined in Chapter IX of

the act of Congress entitled '' 'An act to establish

a uniform system of bankruptcy throughout the

United States,'' approved July 1, 1898, as amended,

validating petitioners and proceedings under or in

contemplation of proceedings under, said Chapter

IX, and authorizing contribution by cities and

counties toward the payment of such assessments,

and declaring the urgency thereof, to take effect

immediately," approved and effective September 20,

1934, and designated as Chapter 4 of the Statutes

of said Extra Session.

XY.
That within the meaning of Subdivision (k) of

said Section 80 of the Bankruptcy Act, the Califor-

nia Districts Securities Commission was at all times

herein referred to a state agency, duly existing and

organized under an act of the Legislature of said

State of California, designated as the California

Districts Securities Commission Act, approved June

19, 1931 (Cal. Stats. 1931, p. 2263), [22] as amend-

ed, and that said Commission was at the time of
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the filing of the petition herein authorized to exer-

cise supervision and control over the fiscal affairs

of Petitioner, and had assumed such supervision

and control over Petitioner; that said petition was

accompanied by the written approval of said Com-

mission, and that said Commission's w^ritten appro-

val of the aforesaid plan of readjustment of the

indebtedness of Petitioner is on file herein.

XYI.

That said District is authorized by law upon con-

firmation of said plan of readjustment to take all

necessary action to carry out said plan, to-wit: that

said District is authorized by the laws of the State

of California to contract said loan with said Re-

construction Finance Corporation and issue re-

funding bonds of said District to evidence its obli-

gations under said loan; that by provisions of said

Chapter 4 of the Statutes of said Extra Session of

the Legislature of California, said District is re-

quired, before a final decree or order of this Court

confirming said plan of readjustment shall become

effective to bind said District, to file with this Court

a certified copy of a resolution of said District,

adopted by the Board of Directors thereof, consent-

ing to the plan of readjustment set forth or referred

to in such final decree or order, and upon the filing

of such certified copy of such resolution, said Dis-

trict is authorized by said statute to do all things

necessary to be done by it to carry out said plan.
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XVII.

That the summary of the testimony taken at tlie

healing of said matter as set forth in said report

of said Special Master is fair and sufficient, and

that the order heretofore made herein affirming said

report and overruling said exceptions was intended

to and did deny said motion to amend said report.

XVIII.

That the hearing of said matter before said Spec-

ial Master [23] was held for the convenience of the

parties herein in the City of Modesto, County of

Stanislaus, State of California, and required the

taking of testimony on five separate days ; that said

Special Master resides in the City of Stockton,

County of San Joaquin, State of California, and

that a reasonable sum to be allowed said Special

blaster for traveling expenses in attending the hear-

ing of said matter is the sum of Thirty Dollars

($30.00), and a reasonable sum to be allowed said

Special Master for stenographic services in con-

nection with the preparation and transcription of

his report to this Court is the sum of Seventy-five

Dollars ($75.00), and that a reasonable sum to be

allowed said Special Master as his fee for the con-

ducting of said hearing and the preparation of his

said report is the sum of Five Hundred Dollars

($500.00).
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XIX. \

That the respondents herein are respectively the

owners and holders of outstanding bonds of said

District in the total principal amounts set opposite

their respective names as follows:

George F. Covell $90,000

George H. McKaig 100

David F. Selby 1,000

E. A. Covell 8,000

Nellie L. Covell 25,000

N. O. Bowman 17,000

Alice Dennett 5,000

Eleanor Dennett 500

Total $146,600

That no interest accruing on any of said bonds

since January 1, 1932, has been paid, and the

Respondents aforesaid are respectively the owners

and holders of all interest coupons appertaining to

their said respective bonds and maturing or to

mature on and after July 1, 1932.

XX.
That for the consummation of said plan of read-

justment it is necessary that the Reconstruction

Finance Corporation be authorized and permitted

to buy all of the outstanding bonds of said district

now on deposit or which may be hereafter de-

posited [24] with the American Trust Company in

accordance with said Plan of Readjustment or

which mav be offered directlv to said Reconstruc-
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tion Finance Corporation for sale under said plan,

and that said American Trust Company be author-

ized and permitted to sell to the Reconstruction Fi-

nance Corporation in accordance with said plan, all

bonds deposited with it thereunder, and that all own-

ers of outstandng bonds of said district not now so

deposited be authorized and permitted to deposit

their bonds under said plan, or sell them to said

Reconstruction Finance Corporation in accordance

with said plan ; that said District be authorized and

permitted to issue refunding bonds in the total

amount of the loan to be obtained by it from said

Reconstruction Finance Corporation and to ex-

change for its outstanding bonds purchased by said

Reconstruction Finance Corporation the refunding

]>onds of said District in an amount or amounts

equal to the amount or amounts expended by said

Reconstruction Finance Corporation in the pur-

chase of such outstanding bonds, and to sell to said

corporation such of said refunding bonds at their

par value and accrued interest as may be necessary

to enable said District to provide for the purchase,

in accordance with said plan, of such of its out-

standing bonds as may not be purchased by said

Reconstruction Finance Corporation.

That further to carry out said plan of readjust-

ment it will be necessary for this Court to designate

and appoint a disbursing agent, with which all hold-

ers of outstanding bonds of said district who have

not deposited or who may not deposit their said
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bonds ^^'ith said American Trust Company as afore-

said may deposit their bonds for acceptance of

the amounts to be paid therefor as jDrovided in said

Plan of Readjustment, and that said District be

authorized and required to deposit with said Dis-

bursing Agent, from the proceeds of the sale of

its refunding bonds to said Reconstruction Finance

Corporation, a sufficient [25] amount of money to

pay for all ]3onds not theretofore deposited with

said American Trust Company for acceptance of

the price provided for in said plan or sold directly

to said Reconstruction Finance Corporation; that a

reasonable time to be allowed said District for rziak-

ing such deposit with such disbursing agent is ninety

days from the time when a decree is entered liere-

in, and a reasonable time to be allowed for the de-

posit of such outstanding bonds with said disburs-

ing agent is the period ending with the 1st day of

June, 1936, and that it will be necessary and proper

to require said disbursing agent to pay into the

registry of this Court immediately after June 1,

1936, all money deposited with it by said District

and not paid out by it on or before said date for

the purchase of outstanding bonds of said District,

and that the Clerk of this Court be authorized, as

is or may be provided by the rules of this Court,

to purchase, in accordance with said plan, any of

the bonds of said First or Second Issue of said

District not purchased by the Reconstruction Fi-

nance Corporation, and that a reasonable time to
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be allowed for the presentation of bonds of said

District to the Clerk of this Court for purcha»se

in accordance with said plan is the period ending

with the 1st day of June, A. D. 1937. [26]

CONCLUSIONS OF LAW.
From the foregoing Findings of Fact, the Court

now drawls the following Conclusions of Law:

1. That said Petitioner, Waterford Irrigation

District, is a taxing district within the meaning

of Chapter IX of the National Bankruptcy Act.

2. That said District is entitled to a decree

confirming the plan of readjustment set forth in

its petition on file herein and as summarized in the

foregoing findings, provided that said District shall

\\K\e filed with this Court, as provided in Chapter

4 of the Statutes of the Special Session of the Leg-

islature of California held in 1934, a certified copy

of a resolution of said District consenting to said

plan of readjustment as set forth or referred to in

said findings.

3. That said decree should forever enjoin and

debar all owners or holders of any outstanding

bond or bonds of said District or any interest

couiiions appertaining thereto from making or at-

tempting to enforce any claim or claims against said

District for or on account of any of said out-

standing bonds or interest coupons except as pro-

vided in said plan of readjustment, and should for-

ever enjoin and debar said District, its officers,
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agents and representatives from making any settle-

ment with the owner or holder of any of said

bonds or interest coupons for or on account of said

l)onds or interest coupons except as provided in

said plan.

4. That said District should pay to said Special

Master the sum of $605.00 in full compensation

for the traveling expenses and for stenographic

services incurred by him and as his fee as such

Special Master.

5. That said decree should authorize and permit

the Reconstruction Finance Corporation to ])uy any

of the outstanding bonds of said District in ac-

cordance with said plan of readjustment [27] and

any holder of such bonds to sell the same to the Re-

construction Finance Corporation in accordance

with said plan, and should authorize and permit

said District to issue its refunding bonds in the

total amount of the loan to be obtained by it from

said Reconstruction Finance Corporation and to

exchange, for its said outstanding bonds purchased,

or to l)e purchased, by said Reconstruction Finance

Corporation, its refunding bonds in an amount or

amounts equal to the amount or amounts expended

b}^ said Corporation in the purchase of said out-

standing bonds, and should authorize said District

to sell and said Reconstruction Finance Corpora-

tion to buy the refunding bonds of said District

not so exchanged at a price not less than par and

accrued interest ; that said decree should provide for
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the appointment of a disbursing agent and should

lequire said District to deposit with said disburs-

ing agent an amount in cash sufficient for the pur-

chase, in accordance with said plan, of all of its

outstanding bonds, not purchased by said Hecon-

.-^truction Finance Corporation, and should require

all holders of such outstanding bonds not sold or

deposited for sale to said Reconstruction Finance

Corporation to deposit their said bonds with said

disbursing agent for sale in accordance wdth sniil

plan; that said decree should further provide tliat

if any money deposited by said District shall re-

main with said disbursing agent after the first day

of June, 1936, said disbursing agent shall pay all

such money into the registry of this Court and

should provide that the Clerk of this Court may,

as is or may be provided by the rules of this ( 'ourt,

purchase for said District in accordance with said

plan any of the bonds of its First or Second Issue

not theretofore purchased by the Reconstruction

Finance Corporation at any time during the period

l)eginning with the first day of June 1936, and

ending with the 1st day of June, 1937, Init that any

of the outstanding bonds of said District not pur-

chased [28] ])y the Reconstruction Finance Cor-

poration or delivered to said disbursing agent or

to the Clerk of this Court in accordance with said

decree, shall become and thereafter be null and

void, and that all owners and holders aud all

persons having any claim to or interest in such

bonds, or any of them, be forever barred from claim-
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ing or "kssertiiig as against said District, or any

property therein, or the owners of any such prop-

erty, any claim for, or lien of, on account of, or

arising out of, any of said bonds not so deposited

or not purchased by the Reconstruction Finance

('Orporation.

6. That said decree should provide that said

Petitioner do have and recover as costs from the

above-named creditors appearing herein, the smn
of Sixty Dollars ($60.00), being five dollars for

each overruled exception to the report of said Spe*

cial Master.

In pursuance of an order heretofore made herein,

these Findings of Fact are signed this 12th day of

February, A. D. 1936, but are hereby ordered to be

filed herein as of the 30th day of July, A. D. 1935.

HAROLD LOUDERBACK,
Judge of the District Court.

[Endorsed] : Filed Feb. 13, 1936. [29]
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[Title of Court and Cause.]

DECREE CONFIRMING PLAN OF READ-
JUSTMENT, AUTHORIZING xVND DI-

RECTING PROCEDURE FOR CONSUM-
MATION OF SAID PLAN, AND ENJOIN-
ING ATTEMPTS TO ENFORCE CLAI:MS

FOR OR UNDER OUTSTANDING BONDS
EXCEPT IN ACCORDANC^E WITH SAID
PLAN.

The above-entitled matter having come on duly

for hearing at a stated term of the Northern Divi-

sion of the United States District Court for the

Northern District of California, on the petition of

Waterford Irrigation District for the confirmation

(tf a certain Plan of Readjustment of its outstand-

ing bonded indebtedness, the Petitioner being repre-

sented by Messrs. Hankins & Hankins, of San Fran-

cisco, California, and certain creditors of [30] said

District, to-wit, Geo. F. Covell, Geo. C. McKaig,

David F. Selby, E. A. Covell, Nellie L. Covell and

N. O. Bowanan, having appeared herein in opposi-

tion to said petition and being represented by W.
Coburn Cook, Esq., of Turlock, California, and cer-

tain other creditors of said District, to-wit, Alice

Dennett and Eleanor Dennett, having appeared

herein in opposition to said petition and being repre-

sented by Messrs. Dennett and Zion of Modesto,

California, which said creditors so appearing did

controvert certain allegation of said petition, and

said matter having been referred to Stephen N.
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Blewett, Esq., of Stockton, California, as Special

Master to take testimony upon the issues raised by

said creditors so appearing, and said Special Master

having taken oral and documentary evidence in

respect to said issues and having submitted to the

Court his report thereon, wherein he found the ex-

istence of all facts and circumstances prescribed by

law as conditions precedent to the confirmation of

said plan and found that the best interests of said

District and of its creditors required the confirma-

tion of said plan, and Counsel for said creditors so

appearing having duly filed herein twelve exceptions

to said report of said Special Master and prayed for

a certain amendment of said report, and the Court

having, on the 3rd day of July A. D. 1935, affirmed

said report of said Special Master except as to the

amount of his fee, and having overruled all of said

exceptions to said report and confirmed said plan,

and having heretofore signed and filed herein its

Findings of Fact and (Conclusions of Law, and hav-

ing found that said plan provides for the purchase

of the outstanding bonds of said District for a price

equal to 48.82 cents on each dollar of principal

amount of said bonds, provided that all of said bonds

are offered for sale at said price and that all inter-

est coupons appurtenant to such bonds and matur-

ing or to mature on or after July 1, 1932, be sur-

rendered therewith, and having found that out-

standing bonds of said District in the total [31]

principal sum of $459,600 have been deposited with

the American Trust Company, a corporation, under

a certain agreement for acceptance of said offer of
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pureLase, and, inasmuch as the confirmation of said

plan by this decree makes the same binding upon

all holders of outstanding bonds of said District,

whether so deposited or not, and said District hav-

ing heretofore filed with this Court a certified

copy of a resolution of said District, adopted by the

Board of Directors thereof, consenting to said plan

of readjustment as set forth and referred to in

said findings; now, therefore,

IT IS HEREBY ORDERED, ADJUDGED,
AND DECREED as follows:

1. That said plan of readjustment of the bonded

indebtedness of said District as more fully set forth

in the petition originally filed herein be, and the

same hereby is, confirmed and approved and de-

clared binding upon said District and upon all

owners and all holders of any of its outstanding

bonds and upon all holders and all owners of any

interest coupons aj^purtenant to any of said bonds

and maturing or to mature on or after July 1,

1932, and that the o\\'ners and the holders of any

of said outstanding bonds, and the owners and

holders of any such interest coupons be, and here-

by are and each of them hereby is, forever en-

joined and debarred from making or attempting

to enforce any claim or claims against said Dis-

trict for or on account of any of said outstanding

bonds or coupons, except in accordance with this

decree, or such other decree as may hereafter be

made herein, and that said District, its officers,

agents and representative be, and they hereby are,
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and each of them hereby is, forever enjoined and

debarred from making any settlement with the

owner or holder of any of said outstanding bonds

or coupons for or on account of said bonds or for

or on account of any interest accrued or to accrue

thereon after January 1, 1932, except in accordance

w^ith this decree or such other decree as may
hereafter be made herein, but [32] nothing contained

in this decree shall be construed to prevent said

District from paying, or an}- person from present-

ing for payment, any interest coupons which ma-

tured on or prior to January 1, 1932, or to prevent

said District from paying, or any person from

claiming, interest on the purchase price of bonds

deposited under the aforesaid agreement, at the rate

of four per cent (4%) per annum from November

1, 1934, or from the date of deposit of any bonds

so deposited after said date, until payment is made

for said bonds.

2. That the liabilities of and claims against said

District which are aifected by said plan of read-

justment are and consist of its outstanding bonds,

of two certain issues, designated respectively as

First Issue and Second Issue, of the aggregate

principal amount of $631,925, and all interest there-

on which has accrued or is to accrue from and

after January 1, 1932.

3. That to provide for the retirement of out-

standing bonds of said District, hereinafter referred

to as '^old bonds", except such of said old bonds
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as may be purchased by Recon>struction Finance

Coiporation as hereinafter provided, the American

Trust Company, a corporation, be, and hereby is,

appointed the disbursing agent of this Court, and

that said District be, and hereby is, directed and re-

quired to deposit with said disbursing agent, within

ninety days after this decree is entered herein, such

sum or sums as may be necessary to provide for the

l>ayment for such old bonds as may l^e deposited

with said disbursing agent at the i3rice specified in

said plan of readjustment, to-wit 48.82 cents for

each dollar of principal amount of such bonds, ex-

eluding all interest due or to become due on said

bonds and all interest due or to become due on any

matured bonds or coupons which have been presented

for payment and not paid, for which said interest no

payment shall be made, and that all holders of any

of said old bonds, except such as may have been

or may be deposited for sale, [33] or otherwise

offered for sale, to Reconstruction Finance Cor-

poration in accordance with said plan, be and here-

by are authorized and required to deposit their

said bonds, together with all interest coupons ap-

pertaining thereto and maturing or to mature on

or after July 1, 1932, with said disbursing agent

for sale at said price, provided that if any such

bond or bonds be so deposited, and any interest

coupon or coupons appertaining thereto and matur-

ing or to mature on or after July 1, 1932, are missing,

the disbursing agent shall deduct from the amount to
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be paid on such bond or bonds amount equal to the

full face value of such missing coupon or coupons,

except that if any such bond or bonds shall have

been registered with said District to insure pay-

ment thereof and of the interest thereon to the

registered owner of said bond or bonds and the

missing coupon or coupons shall have been detached

from such bond or bonds by the District and can-

celled, as provided by the statute authorizing such

registration, or if any such missing coupon or

coupons shall have matured more than four years

prior to the time of the purchase of such bond

or bonds and the Treasurer of said District shall

certify that such missing coupon or coupons have

never been presented for payment and have never

been registered as not paid because funds were not

available for the payment thereof, as provided in

Section 52 and Section 61a of the California Irriga-

tion District Act, then no deduction shall be made

for such missing coupon or coupons; that in case

any deduction shall have been made by said dis-

bursing agent or by the Clerk of this Court from

the iDrice of any bond on account of any such miss-

ing coupon and such missing coupon shall thereafter

be offered to said disbursing agent on or before

June 1, 1936, or to the Clerk of this Court after

said date and before June 1, 1937, payment shall

be made therefor in an amount equal to the amount

which was deducted on account thereof from the

jn-ice of the bond to which such coupon appertains;

that pajTiient as aforesaid shall [34] be made on the
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surrender of such old bonds and appurtenant coupons

to said disbursing agent, if or as soon as sufficient

funds have been deposited therefor by said District as

hereinbefore provided, and said disbursing agent

hhall cancel all such bonds and all coupons attached

to or accompanying such bonds by punching the

signatures on such bonds and the signature on

such coupons and stamping the word "cancelled"

on each such bond and each such coupon, provided

that if at any time said District shall not have

deposited with said disbursing agent sufficient

money to pay for any bond or bonds so deposited,

the amount herein required to be paid for such

bond or ])onds shall bear interest from the date

of the deposit of such bond or bonds at the rate of

four per cent (4%) per annum, payable semi-an-

nually on the first day of January and the first day

of July of each year until x^aid, and said District

shall in such event, prior to each such interest

payment date, deposit with said disbursing agent an

amount of money sufficient to pay such interest

to the persons entitled thereto, and whenever said

District shall deposit with said disbursing agent

sufficient money to provide for the purchase of old

bonds then deposited with said agent, payment of

the amomit due for said bonds as herein provided,

with any unpaid interest thereon as aforesaid to

the date of such deiDosit of said money by said Dis-

trict, shall be made promptly by said disbursing

agent to the persons entitled thereto in the order

in which said bonds were so deposited.
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4. That the said American Trust Company as

th(j disbursing agent of this Court shall immediately

after the first day of June, 1936, make and file with

this Court a verified report of all money received

by it and all bonds deposited with it and all bonds

purchased by it, as herein provided, and that the

(^ourt may at any other time call for a report from

said American Trust Company of all of its trans-

actions as the disbursing agent of this Court, which

[35] said report or reports shall be subject to

confirmation by this Court; that said disbursing

agent shall, when so authorized by order of this

Court, deliver to the Treasurer of said District

all bonds and coupons theretofore purchased by it

as such disbursing agent; that if any of the old

bonds of said District remain outstanding after said

first day of June, 1936, said disbursing agent shall,

unless otherwise directed by this Court, forthwith

pay into the registry of this Court any money there-

tofore deposited with it by said District and not

expended as hereinbefore provided, and after said

first day of June, 1936, unless otherwise hereafter

provided by order of this Court, all holders of

said old bonds then outstanding shall be required

to present such bonds to the Clerk of this Court

for purchase in accordance with the provisions of

this decree, and the purchase price therefor shall

be paid from the registry in accordance with the

rules and orders of this Court.

5. That during the pendency of these proceedings

the Reconstruction Finance Corporation be, and
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liercby is, permitted to buy any of the old l)onds of

said District and that any and all holders of such

bonds be, and hereby are permitted to sell such

l3onds to said Reconstruction Finance Corporation

for a price equal to 48.82 cents for each dollar of

the principal amount of the bonds so purchased,

provided that all interest coupons appertaining to

said bonds respectively and maturing or to mature

on or after July 1, 1932, are missing, there shall

l)e deducted from the purchase price of such l)ond

or bonds an amount equal to the full face value

of such missing coupon or coupons, except that if

such bond or bonds shall have been registered with

said District to insure payment thereof and of the

interest thereon to the registered owners of said

bond or bonds and the missing coupon or coupons

shall have been detached from such bond or bonds

by the District and cancelled, as provided by the

Statute authorizing such regis- [36] tration, or if

any such missing coupon or coupons shall have ma-

tured more than four 3^ears prior to the time of the

purchase of such bond or bonds and the Treasurer

of said District shall certify that such missing

coupon or coupons have never been presented for

pa^anent and have never been registered as not

])aid because funds were not available for the pay-

ment thereof, as provided in Section 52 and Sec-

tion 61a of the California Irrigation District Act,

then no deduction shall be made for such missing

coupon or coupons; that in case any deduction

shall have been made from the price of any l:>ond
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so purchased by the Reconstruction Finance Cor-

poiation on account of any such missing coupon

oud such missing coupon shall thereafter be offered

to said Reconstruction Finance Corporation, pay-

ment may be made therefor in an amount equal to

tlfc amount which was deducted on account there-

of from the price of the bond to which said coupon

appertains ; that any bonds with appurtenant inter-

est coupons so purchased by Reconstruction Finance

Corporation may be held by it and enforced at their

full face value as security for the repayment of

any mone}' expended for the pm'chase thereof, with

interest thereon at the rate of 4 per ccmt per annum
frnui the time or the respective times of such pur-

chase or purchases, such interest to be paid semi-

annually on the first day of January and the first

day of July of each year upon the surrender to the

Treasurer of said District in the order of their

maturity, of matured interest coupons of such old

bonds then held by Reconstruction Finance Cor-

pdration equal to the respective amounts of 4 per

cent interest due on such dates: that said District

and said Reconstruction Finance Corporation be,

and hereby are, further authorized to exchange old

bonds purchased by Reconstruction Finance Cor-

poration as aforesaid for refunding bonds of said

District in an amount or amounts equal to the

amount or amounts expended by Reconstruction

Finance (Corporation in the purchase of the old

])Ouds so exchanged, [37] and if it shall not be pos-

silde for the District to deliver the exact amount
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of refunding bonds which should be delivered in

exchange for such old bonds, it shall deliver as

many of such refunding bonds as the denomination

thereof will permit and pay to the Reconstruction

Finance Corporation the difference in cash, and any

difference in accrued interest on the amount or

amounts so expended by Reconstruction Finance

( 'orporation and the accrued interest on the refund-

ing bonds delivered therefor shall be adjusted in

cash.

6. That for the purpose of the consummation of

said plan and the payment of necessary expenses

thereof, said District be, and hereby is, authorized

to issue its refunding bonds in the total amount of

$312,500 bearing interest at a rate not exceeding

Four per cent (4%) per annum, payable semi-an-

nually on the first day of January and the first day

of July of each year until the maturity of the re-

sj^ective bonds, and otherwise in such form as

may be jDrovided by the Board of Directors of said

Di^^trict and in accordance with the laws of the

State of California, and to exchange said refunding

l)onds for outstanding bonds of said District pur-

clia^ed or to be purchased by Reconstruction Finance

Corporation, as hereinbefore provided, and said

District is further hereby authorized to sell to Re-

construction Finance Corporation in accordance

with the laws of the State of C^alifornia, its re-

funding bonds not so exchanged at a price not

less than par and accrued interest, and the Re-

construction Finance Corporation is hereby author-
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ized tb purchase such refunding bonds at such

price, but in making such sale the matured interest

coupons, if any, attached to the refunding bonds

so sold shall be detached therefrom and cancelled

by the District before the delivery of such refunding

bonds, and the accrued interest on said bonds shall

be computed only on such coupons thereof as are

to mature at the next interest payment date follow-

ing the delivery of said bonds.

7. That all old bonds of said District which have

not been [38] purchased by the Reconstruction Fi-

nance Corporation or have not been delivered to said

disbursing agent of this Court or to the Clerk of

this Court for purchase in accordance with the terms

of this decree, or such decree or order as may be

hereafter made, and all unpaid interest coupons

appertaining to old bonds of said district and not

delivered or deposited for delivery to Reconstruc-

tion Finance Corporation or to said disbursing agent

or to the Clerk of this C^ourt as hereinbefore pro-

vided, shall on and after the first day of June, 1937,

become and thereafter be null and void, and any

money remaining in the registry of this Court for the

purchase of such old bonds shall be offered, as may
then be provided by the Court, to the Reconstruc-

tion Finance Corporation for the purchase for said

District of any refunding bonds of said District held

Iw the Reconstruction Finance Corporation, at a

price of par and accrued interest, and an}- of said

money not paid to the Reconstruction Finance (kir-

poration for the jmrchase of such bonds shall be
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returned to said District as the Court may direct.

8. That the Clerk of this Court shall cause to

be published in the Modesto Bee, a newspaper of

general circulation published at Modesto, Califor-

nia, and in the San Francisco Chronicle, a news-

paper of general circulation, published at San Fran-

cisco, California, for two successive issues of each

of said newspapers, a notice to the holders of the

outstanding bonds of said District not deposited

with said American Trust Company under said De-

l^osit Agreement, directing and requiring every

holder of said bonds, except bonds sold or depos-

ited for sale to Reconstruction Finance Corpora-

tion, to deposit such bonds so held by them re-

spectively, together with all unpaid coupons apper-

taining thereto and matiu^ing or to mature on or

after July 1, 1932, with the American Trust Com-

pany as disbursing agent of this Court on or

])efore the tirst day of June, 1936, or thereafter [39]

with the Clerk of this Court, for purchase in ac-

cordance w^ith the terms of this decree and the

plan of readjustment of the outstanding bonded in-

delnedness of Waterford Irrigation District, and

notifying owners and holders and all persons hav-

ing any claim to or interest in such bonds, or any

of them, that any of such bonds not purchased

by the Reconstruction Finance Corporation or not

deposited with said disbursing agent or with the

Clerk of this Court, as provided in this decree,

shall on and after said first day of June, 1937, be-
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come and thereafter be null and void, and that all

such persons shall be forever barred from claiming

or asserting as against said District, or any prop- i

erty therein or any of the owners of any such prop-

erty, any claim for or lien of or on account of or

arising out of any of said bonds not so deposited

or so purchased by the Reconstruction Finance

Corporation; provided, however, that nothing con-

tained herein shall preclude the Reconstruction Fi-

nance Corporation from asserting its rights and

claims, under the old bonds purchased by it as here-

in provided, to the extent or amount expended by

it in acquiring such bonds, together with interest

thereon at the rate of 4 per cent per annum payable

semi-annually on the first day of January and the

first day of July of each year until said District

shall have delivered to the Reconstruction Finance

Corporation its refunding bonds in form satisfactory

to said Reconstruction Finance Corporation in the

aggregate principal amount of the money so ex-

pended by it in acquiring said old bonds, and pro-

vided further, that in case the Court shall make

an order extending the time for the deposit of

bonds with said disbursing agent, it shall provide for

such notice of such extension as it may deem proper.

9. That Petitioner shall pay all costs of the

procedure herein provided for and that Petitioner

do and have recover as costs from the above-named

creditors appearing herein, the sum [40] of Sixty

Dollars ($60), being Five Dollars ($5) for each

overruled exception to the report of said Special

Master.
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10. That the Court will retain jurisdiction of

this proceeding- until the entry of a final decree

herein, as provided in Subdivision (g) of Section

80 of the Bankruptcy Act, for the purpose of making

such orders or further decree? herein as to the

Court may seem necessary or proper.

This decree is made this 21st day of February,

1936, as of the 30th day of July, 1935, and, pur-

suant to an order heretofore made by this Court,

the Clerk is hereby authorized and directed to enter

it as of the 30th day of July, 1935.

HAROLD LOUDERBACK,
Judge of the District Court.

[Endorsed]: Fled Feb. 21, 1936. [41]

[Title of Court and Cause.]

PETITION FOR ORDER ALLOWING
APPEAL.

To the Above Entitled Court and the Honorable

Judges Thereof:

WHEREAS, George F. Covell, George H. Mc-
Kaig, E. A. Covell, Nellie L. Covell, N. O. Bowman,
Alice Dennett and Eleanor Dennett, respondents and

objecting creditors in the above entitled proceed-

ing, consider themselves aggrieved by the order and

decree of the above entitled court rendered in

the above entitled proceeding, which decree is en-

titled "Decree Confirming Plan of Readjustment,

Authorizing and Directing Procedure for Consum-



54 George F. Gov ell, et al. vs.

niation"^of Said Plan, and Enjoining Attempts to

Enforce Claims for or Under Outstanding [42]

Bonds Except in Accordance AYitli Said Plan"

and is dated February 21st, 1936, at 3 P. M. and

is signed by the Hon. Harold Louderback, for the

reasons and because of the errors set out in the

Assignment of Errors presented and filed whh this

Petition.

XOW, THEREFORE, the said respondents and

objecting creditors do hereby appeal from the afore-

said order and decree to the United States Circuit

Court of Appeals for the Ninth Circuit upon all

of the grounds and for the reasons specified in the

Assignment of Errors filed herewith, and pray that

said appeal may be allowed and that a citation

in due form shall be issued herein directed to the

petitioner, Waterford Irrigation District, in the

above entitled proceeding, demanding it to appear

before the said Circuit Court of Appeals to do

what may be adjudged to be done in the premises,

and that a transcript of the record, proceedings and

papers upon which order and decree was made shall

be duly made and authenticated and sent to the

aforesaid Circuit Court of Appeals, and that such

other and further order may be made as may be

proper.

Dated : March 9th, 1936.

W. COBURN COOK,
Attorney for Respondents

named in the above Petition.
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ORDER ALLOWING APPEAL.
In the above entitled case (mentioned in the

petition to which this order is attached), it is or-

dered that the appeal therein prayed for shall be

and the same is hereby allowed, and the court hereby

fixes the amount of the cost bond to be given by

the appellants, the respondents named in said peti-

tion, in the sum of $250.00.

Dated: March 9th, 1936.

HAROLD LOUDERBACK,
United States District Judge.

[Endorsed] : Filed Mar. 9, 1936. [43]

[Title of Court and Cause.]

ASSIGNMENT OF ERRORS.

The appellants in this proceeding in connection

with their petition for an order allowing an appeal,

make the following assignment of errors, which they

aver occurred at the trial and determination of this

proceeding and in the rendering of the final decree

appealed from.

1. The court erred in making and rendering the

''Decree Confirming Plan of Readjustment, Author-

izing and Directing Procedure for Consummation

of Said Plan, and Enjoining x^ttempts to Enforce

Claims for or Lender Outstanding Bonds Except

in Accordance with Said Plan" in this cause dated

Felnuary 21st, 1936, from which the appeal is taken

and in not holding to be unconstitutional [41] and



56 George F. Covell, et al. vs.

void under the United States Constitution those

provisions of Section 80 added on May 24, 1934,

to the Act entitled "An Act to establish a uniform

system of bankruptcy throughout the United States"

approved July 1, 1898, and thereafter amended which

purported to confer jurisdiction upon the district

court to make and render the said decree.

2. The court erred in holding it had jurisdic-

tion to render said decree.

3. The court erred in holding that Waterford

Irrigation District was a person or legal creation

of such a character as that the court had power

to enforce as against said district or impose upon

said district the plan of debt readjustment men-

tioned in said decree.

4. The court erred in applying said so-called

bankruptcy law^ to said district in that said district

had no power to surrender its property to its

creditors in settlement of its debts or to surrender

its property to the court for valuation in order to

determine a fair composition of the debts of said

district. Said district's property is not leviable and

is held in a public trust. Assuming power to make

a bankruptcy law applicable to political subdivi-

sions, municipal corporations or state agencies un-

der some state laws, there is no such power where

the state law withholds the public agency's prop-

erty from its creditors.

5. The court erred in finding and ruling that

said District w^as a political agency of the State

of California or taxing district within the meaning
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and intent of Subdivision (a) of said Section 80,

and in not holding and ruling that said Waterford

Irrigation District is an arm or agency of the

State of California for governmental purposes.

6. The court erred in holding that the power of

Waterford Irrigation District to levy taxes on the

lands or property of private individuals is propert}^

within the meaning of a true [45] bankruptcy law.

7. The court erred in ruling that this taxing

power was not the sovereign power of the State and

the court erred in ruling that it had jurisdiction

to determine in this proceeding how such power

should be exercised and in controlling the exercise

of such power.

8. The court erred in holding that the Waterford

Irrigation District does not exercise such govern-

mental functions as did prevent the court from con-

firming the plan of debt readjustment set out in

its decree.

9. The court erred in holding said Section 80

is a bankruptcy act within the meaning of the

word "bankruptcies" as used in the Constitution

of the United States.

10. The court erred in not holding said Section

80 is not a bankruptcy act which Congress could

make applicable to Waterford Irrigation District.

11. The court erred in holding that Waterford

Irrigation District was not a state agency created

for the purpose of exercising, and exercising, pow-

ers of sovereignty conferred upon said district by

the T.aws of the State of California t(^ carrv out
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public governmental purposes, and it erred in hold-

ing that the confirmation of said plan of debt read-

justment was not a void and illegal interference with

the exercise of said sovereign powers so conferred

upon said district.

12. The court erred in not holding that Water-

ford Irrigation District was engaged in the exer-

cise of governmental functions.

13. The court erred in holding it had jurisdic-

tion to confirm the plan of debt readjustment set out

in said decree in favor of Waterford Irrigation Dis-

trict, a California irrigation district.

14. The court erred in holding it had jurisdic-

tion to confirm said plan of debt readjustment as

against the appellants who are bondholders of

Waterford Irrigation District. [46]

15. The court erred in not holding that neither

said Section 80 nor the amendatory statute of

which it is a part is a bankruptcy act in that it:

(a) Permits a partial bankruptcy,;

(b) Is not a uniform bankruptcy law;

(c) Restricts judicial power;

(d) Violates ''The Due Process" clause of the

United States Constitution;

(e) Permits the taking of private property for

public use without just or any compensation:

(f) Permits the confirming of a plan of debt

readjustment which impairs or changes the obliga-

tions of bonds of Waterford Irrigation District

without impairing or changing the obligation.^ of

other pul'lic ])onded indebtedness payable through
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taxation of the very lands which are taxed to pay

the bonds of Waterford Irrigation District and yet

the law does not make the tax lien created to pay

^aid other bonds superior to that created to pay

irrigation district bonds;

(lO Permits the confirming of a plan of debt

readjustment which impairs and changes the ob-

ligations of bonds of Waterford Irrigation District

without impairing or changing the obligation of pri-

vate mortgages on lands and private deeds of trust

on lands subject to taxation to pay the bonded

indebtedness of the Waterford Irrigation District

and yQ\ the tax lien created to pay said bonds is

sup^-rior to the lien of said mortgages and deeds of

trust.

In this case, the uncontradicted evidence shows

that the plan of debt readjustment confirmed by the

court accomplishes the discrimination and confisca-

tion defined in the aforesaid paragraphs (f) and

(g).

~ 16. Said plan is unfair in that it compels no

surrender of any property of said district and it

wlinlly fails to measure the new obligations of

said district to pay by any valuation of an>' [47]

assets or property of said district.

IT. The court erred in sustaining the applica-

tion of a bankruptcy act as constitutional in the

situation in an irrigation district organized under

tlie laws of the vState of California, inasmuch as

Rer^tion 52 of the California Irrigation District

Act provides for priority of riu'lit of payment from
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the ]jou(l and Ixjiid interest funds of the district,

inasmuch as the application of said bankruptcy

act here results in the destruction of the right of

priority under Section 52 as between creditors of

the same class, ina.smuch as all creditors are under

the *'plan" to be paid an equal amount based upon

the principal of their bonds without reference to

whether or not the bonds were due or without ref-

erence to the maturity of the bonds, and without

taking into consideration the relative values of a

bond which is past due and one which may become

due in, for example, ten years, or which may
l:)ecome due in. for exami)le, twenty years, and which

bear rates of interest exceeding those which can

now be obtained on sound investments, and dis-

criminating further between creditors of the same

class in that some of the past due bonds and cou-

pons are, under Section 52 of the C'alifornia Irri-

gation District Act, entitled to priority of pa\^nent.

18. Said plan of del^t readjiLstment is in its

essentials unfair, for it discriminates between bond-

holders having the right of payment through taxa-

tion of the same land, in that it discruninates against

the bondholders having county and school district

bonds a.*^ against those having irrigation district

bonds.

19. Said lAaii of debt readjustment is unfair in

that it impairs bond obligations and sacrifices

the interest of bondholders for the benefit of and

ndvantacie of the holders of private mortgages and

deeds of trust.



Waterford Irr. Dist. )!

20. The court erred in confirming a plan of debt

readjustment in that said plan provides for the use

of funds which were in [48] legal effect trust funds

and for property which w^as in legal elfect trust

property, in that funds which may have been collected

as the result of levies for ])ond interest or prin-

cipal are trust funds belonging to the ])oudholders,

and that the tax certificates which have not l^een

collected by the district represent assets whicli

likewise belong in part to the bondholders, and as

the right of the appellant bondholders in these

funds and properties are taken from them without

just compensation and as the right of the bond-

holders are not equal in those trust funds, by rea-

son of the fact that some have bonds which are

due and some have bonds which are not due and

some have bonds which have been presented under

Section 52 of the California Irrigation District

Act and others have bonds which have not ]>oen

presented, the plan is discriminatory, unfair in its

essential nature, and violates unconstitutional in-

hibitions against such discrimination. Delinquent

revenue represented moneys for taxes levied for

the particular purpose of meeting the bonds wliieh

had become payable long before the adoption of any

resolution for the filing of the petition herein: in

other words, matured interest coupons and bonds

belonging to the objectors had been duly presented

for payment long prior to the adoption of any

plan of debt readjustment pursuant to said Section

-SO.
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21. 'The court erred in confirming said plan of

debt readjustment notwithstanding it impairs the

obligations of the bonds held by the objectors.

22. The court erred in upholding and sustaining

Section 80, notwithstanding it accords no fair or

reasonable hearing to creditors.

23. The court erred in holding that said Section

80 was not void, notwithstanding it delegated re-

stricted judicial powers.

24. The court erred in not holding that said

Section 80 was unconstitutional because it denies

and did deny in this case the [49] equal protection

of the law and was violative of the equal protection

clauses of both the Federal and the State Constitu-

tion.

25. Said Section 80 of this court's decree con-

travene the following provisions of the Constitution

of the United States.

(a) Article X of the amendments;

(b) Article XI of said amendments;

(c) Article I, Section 10 of said Constitution;

(d) Section 1 of Article XIV of the Amendment

to the United States Constitution;

(e) Section 14, Article I of said Constitution;

(f ) vSection 16, Article I of said Constitution

;

(g) Section 1 of Article III of said Constitu-

tion;

Hi) Other provisions of said Constitution.

26. Where any of the preceding or following

assignments use the word ''holding" or the word

"finding", each assignment is repeated usins: the
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other word, that is to say, "finding" or -holding".

27. The court erred in failing to grant the mo-

tion to dismiss made by the appellants.

28. The court erred in not holding that said

Section 80 does not violate the Fifth Amendment

to the Constitution of the United States.

29. The court erred in not holding that under

the facts of this case the confirming of the "plan

of readjustment of debt" violates the Fifth Amend-

ment to the Constitution of the United States in

the following respects:

(a) It takes the trust property of which the

appellants are beneficiaries in that it takes the

1)ond and bond interest funds and the tax certificates

from them.

(b) It transfers rights from the appellant l^ond-

holders to bondholders of other taxing agencies,

such as the County of Stanislaus, the Oakdale Union

High School District, and the other [50] school

districts.

(c) It transfers property from the appellants to

the landowners within the district.

(d) It transfers property from the appellants

to the mortgage holders and deed of trust holders

within the district.

(e) It takes property from the appellants with-

out due process of law, inasmuch as the testimony

and findings show that the assets of the Waterford

Irrigation District greatly exceed its liabilities.

30. The court erred in holding that the district

is authorized by law upon confirmation of the plan
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to take all action necessary to carry out the plan.

31. The court erred in confirming the plan, in-

asmuch as it is a limitation or impairment of the

power of the State of California to control by leg-

islation or otherwise the Waterford Irrigation Dis-

trict in the exercise of its governmental powers,

including expenditures therefor.

32. The court erred in holding that any state

agency, authorized to exercise supervision or con-

trol over the fiscal affairs of the district, did or

could lawfully consent to the plan proposed.

33. The court erred in not holding that Assembly

Bill #12 of Extra Session Laws of 1934 of the

State of California was an unconstitutional enact-

ment, and in not holding that the same was void

as violating the provisions of the Constitution of

the State of California prohibiting the impairment

of contract b,v legislation and as violating Section

10 of Article I of the Constitution of the United

States, and as violating Article I, Section 16, Article

I, Section 21, and Article XIII, Section 6 of the

California Constitution, and as being otherwise

unconstitutional and void.

34. The court erred in holding that it had juris-

diction to [51] enter its decree in this cause on the

21st day of February, 1936.

35. The court erred in confirming a plan for

readjustment of debts which provided for pay-

ment of 48.33% of principal of creditors claiming

when the appellee's assets greatly exceed its liabili-

ties.
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36. The court erred in finding that tlie appellee

was unable to pay its debts as they mature in view

of Section 11 of the District Securities Commission

Act of the State of California, and in view of Sec-

tion 52 of the California Irrigation District Act of

the State of California, and in view of other provi-

sions of said last mentioned act.

37. The court erred in holding that it had juris-

uiction to make any of the orders it made in the

case.

38. The court erred in that it entered a decree

contrary to equity, fairness and constitutional prin-

ciples, a decree which provided that the appellants

should be and were restrained from asserting any

rights under their bonds and in adopting a plan

which provided for the surrender of the evidences

of obligations held by the appellants when the

Waterford Irrigation District is not in possession

of funds with which to pay the same, and no l)ond-

holder can obtain payment of his bonds upon sur-

render of the same unless the Reconstruction Fi-

nance Corporation of the United States, an agency

of the United States, shall within its own discretion

and without being subject to any order or direction

of the court, voluntarily within such time as it may
deem desirable to it solely furnish such funds to

the Waterford Irrigation District, and when this

court is without any authority or jurisdiction, 1)y

decree or otherwise, to compel the Reconstruction

Finance Corporation to furnish such money or to

compel the Waterford Irrigation District, unless the
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districf shall receive the same upon the voluntary

action of the Reconstruction Finance [52] Cor-

poraton in furnishing such moneys to pay the same

to the bondholders, and that said plan in that re-

gard violates the due process clause of the Consti-

tution of the United States.

WHEREFORE, appellants pray that the decree

of the District Court appealed from shall be re-

versed.

Dated : March 9th, 1936.

W. COBURN COOK,
Attorney for Appellants named
in the above Petition. [53]

[Title of Court and Cause.]

7 St. Paul Street NEW AMSTERDAM
Baltimore, Md. CASUALTY COMPANY

60 John Street

New York

UNDERTAKING ON APPEAL.

KNOW ALL MEN BY THESE PRESENTS:
That GEORGE F. COVELL, as Principal, and

NEW AMSTERDAM CASUALTY C^OMPANY,
a Corporation, duly organized and existing under

the Laws of the State of New York, and authorized

to do business in the State of California, as Surety,

are held and firmly bound unto the petitioner in

the above entitled proceeding, hereinafter referred

to as Appellee, in the sum of TWO HUNDRED
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FIFTY and no/lOOtlis ($250.00) DOLLARS to be

paid to the said Appellee, for the payment of which

well and truly to he made we hind ourselves jointly

iind severally by these presents.

Sealed with our seals this 6th day of March,

1936.

WHEREx\S, the above entitled court did in the

alcove entitled proceeding render its decree, which

decree is entitled "Decree Confirming Plan of Re-

adjustment, Authorizing and Directing Procedure

for Consummation of said Plan, and Enjoining

Attempts to Enforce Claims for or under Out-

standing Bonds Except in Accordance with said

Plan ", and is dated February ,
1936, and signed

l)y Hon. Harold Louderback, District Judge, and

which said decree confirms the plan of debt read-

justment set out in the petition filed in the above

cause on August 6th, 1934 ;
and

WHEREAS, George F. Covell, Geo. H. McKaig,

E. A. Covell, Xellie L. Covell. N. O. Bowman, Alice

Dennett and Eleanor Dennett (the parties last

named being all designated herein as appellants)

have obtained an order allowing them to appeal to

the United States Circuit Court of Appeals for the

Ninth Circuit, for the purpose of reversing the

aforesaid decree; and

WHEREAS, the citation directed to said Appel-

lee citing and admonishing it to be and appear at a

session of the United States Circuit Court of Ap-

peals for the Ninth Circuit, to be held at the City

of San Francisco, California, to show cause why
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said decree should not be reversed has been duly
issued.

NOW, THEREFORE, the condition of this ob-

ligation is such that if the said appellants prosecute
their appeal to effect and answer and pay all costs

of appellee if they fail to make their plea good,

then the above obligation to be voided, otherwise

to remain in full force and ei¥ect [54] thereon, men-
tioned in rule 34 of the District Court.

The Surety further undertakes and agrees that

in case of a breach of any conditions hereof, the

above entitled Court may upon notice to said Surety
of not less than ten days proceed summarily in this

proceeding to ascertain the amount which the un-

dersigned Surety is bound to pay on account of

such breach, and render judgment thereon against

said Surety and award execution therefor.

Dated : March 6, 1936.

[Seal] GEORGE F. COVELL,
Principal.

NEW AMSTERDAM
CASUALTY COMPANY,

By WALTER W. DERR,
Agent and Attorney in Fact.

State of California

City and County of

San Francisco.—ss.

On this sixth day of March in the year one thou-

sand nine hundred and thirty six, before me CON
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T. SHEA, a Notary Public in and for the said

County and State, residing therein, duly commis-

sioned and sworn, personally appeared WALTER
W. DERR, known to me to be the duly authorized

Agent and Attorney-in-Fact of the NEW AMSTER-

DAM CASUALTY COMPANY, the corporation

whose name is affixed to the foregoing instrument

;

and duly acknowledged to me that he subscribed

the name of the NEW AMSTERDAM CASUALTY

COMPANY" thereto as Surety and his own name as

Attorney-in-Fact.

IN WITNESS WHEREOF, I have hereunto set

uiy hand and affixed my official seal the day and

year in this certificate first above written.

[Seal] (^ON T. SHEA,
Notary Public in and for said

County and State. [55]

State of California,

County of Stanislaus—ss.

On this 9th day of March, in the year One Thou-

sand Nine Hundred and thirty-six before me, W.

Coburn Cook, a Notary Public, in and for the

County of Stanislaus, personally appeared George

F. Covell known to me to be the person whose name

is subscribed to the within instrument, and acknowl-

edged to me that he executed the same.

In Witness Whereof, I have hereunto set my

hand and affixed mv Official Seal, at my office, in the
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County of Stanislaus, the day and year in this

certificate first above written.

[Seal] W. COBURN COOK,
Notary Public in and for the

County of Stanislaus, State of

California.

Approved 3/9/36

HAEOLD LOUDERBACK
U. S. Dist. Judge.

[Endorsed] : Filed Mar. 9, 1936. [56]

[Title of Court and Cause.]

AGREED STATEMENT FOR APPEAL.

It is hereby stipulated by counsel for petitioner

and for the respondents appearing herein in the

above entitled cause, that the following shall con-

stitute a statement of the case, as provided in Equity

Rule 77 for the record on appeal and that no other

record need be certified to the Circuit Court of

Appeals upon the appeal of this case other than this

statement, and a certain Order Continuing Proceed-

ing In Effect, an Order Amending Minutes of the

Court and Authorizing Entry of Findings of Fact

and Conclusions of Law and Formal Decree as of

July 30, 1935, and Findings of Fact and Conclusions

of Law, and Decree Confirming Plan of Readjust-

ment, Authorizing and Directing Procedure for

Consummation of said Plan, [57] and Enjoining

Attempts to Enforce Claims for or Lender Outstand-
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ing Bonds Except in Accordance with Said riim,

entered herein.

BE IT REMEMBERED that the Waterford Ir-

rigation District, the petitioner herein, an irriga-

tion district organized under "the California Irri-

gation District Act" filed its petition herein on the

6th day of August, 1934, in tlie following words,

except for exhibits

:

The Petition

"PETITION FOR CONFIRMATION OF PLAN

OF READJUSTMENT OF DEBTS.

To the Honorable Judge of the District Court of

the United States for the Northern District

of California:

The petition of Waterford Irrigation District of

Stanislaus County, located in the Northern Divi-

sion of the Northern District of California, with its

principal office at Waterford, Stanislaus County,

California, hereinafter referred to as 'Petitioner',

respectfully represents

:

1. That petitioner is an irrigation district duly

formed, organized and existing in accordance with

and under and by virtue of the provisions of that

certain act of the Legislature of the State of Cali-

fornia designated as 'the California irrigation dis-

trict act' (approved March 31, 1897, Stats. 1897,

P. 254, as amended), and is a taxing district within

the meaning and intent of an act of the Congress

of the United States, approved May 24, 1934 amend-

ing an act entitled 'An Act to establish a uniform
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systeni of bankruptcy throughout the United States'

approved July 1, 1898, and acts amendatory thereof

and supplementary thereto, by adding thereto a

new chapter designated Chapter IX thereof. That

said district comprises approximately 14,000 acres

of land and is located wholly in the County of

Stanislaus, State of California and within the ter-

ritorial jurisdiction of the above entitled court.

2. That petitioner is insolvent and unable to meet

its [58] debts as they mature and it desires to effect

a plan of readjustment of its debts.

That petitioner's debts, which it desires to read-

just, consist of tw^o issues of bonds, duly issued

under the provisions of 'the (California irrigation

district act', together with matured and unpaid

interest thereon, described as follows, to-wit:

An issue of bonds designated as FIRST IS-

SUE in the aggregate principal amount of

$465,000.00 bearing interest at the rate of 6%
per annum, payable on the 1st day of January

and the 1st day of Julv of each year, all dated

January 1, 1917 due serially from 1928 to 1947

(both inclusive) payable January 1 of each

year of which bonds $446,000.00 of principal

amount are now outstanding.

An issue of bonds designated as SECOND
ISSUE in the aggregate principal amount of

$205,000.00 bearing interest at the rate of 5%%
per annum, payable semi-annually on the 1st

day of January and the 1st day of July of

each vear all dated Julv 1, 1919, due seriallv
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from 1927 to 1946 (both inclusive) payable

July 1, of each year, of which bonds $188,525.00

of principal amount are now outstanding.

Matured and unpaid interest on the aforesaid

bonds amounting to approximately the sum

of $87,661.98 represented by interest coupons

attached to said bonds.

That a plan of readjustment has been prepared,

accepted and approved by petitioner and is filed

and submitted with this petition, which plan is as

follows, to-wit : the payment in cash of the sum of

48.82 cents for each dollar of principal amount

of the said outstanding bonds of petitioner, said

amount to be obtained through a loan from the

Reconstruction Finance [59] Corporation, an agency

of tlie United States, as more fully appears in the

resolution of said Reconstruction Finance Corpora-

tion, dated January 29, 1934, authorizing such loan

and the resolution of the petitioner accepting the

same, copies of which resolutions being attached

hereto, made a part hereof for all purposes and

marked Exhibit 'A'.

That a copy of the resolution of the Board of

Directors of petitioner adopting a plan for the re-

funding and readjustment of its outstanding indebt-

edness pursuant to the requirements of said Re-

construction Finance Corporation is attached here-

to, made a part hereof for all purposes and marked

Exhibit ^B'.

8. That pursuant to the provisions of 'the Cali-

fornia irrigation district act' and an act of the Leg-
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iflature of the State of California, entitled 'an act

to authorize irrigation districts to cooperate and

contract with the United States etc. ; to provide for

the borrowing or procuring of money from the

United States or any agency thereof and the enter-

ing into contracts, and/or the issuance of bonds, war-

rants or other evidence of indebtedness for the re-

payment thereof (approved May 5, 1917, Stats.

1917 p. 243 as amended, Stats. 1933 p. 2394), peti-

tioner duly submitted to the California Districts

Securities Commission, successors to the California

Bond Certification Commission, for its approval,

the said plan for the readjustment of the debts of

petitioner, and the same was duly approved by said

Commission; that a copy of the order of said (com-

mission approving said plan is attached hereto, nvdde

a part thereof for all purposes and marked 'Ex-

hibit C.

4. That creditors of petitioner owning nor ie.ss

than 66-2/3 per centum in amount of the bonds

of petitioner, excluding bonds, notes or certificates

of indebtedness owned, held or controlled by peti-

tioner in a fund or otherwise, have acce^Dted said

plan in [60] writing, which written acceptances

accompany this petition, are attached hereto, made

a part hereof for all purposes and marked ' Exhibits

D-lto D 107 Inc.'

5. That a list of all known creditors of pe-

titioner, together with their addresses, so far as

Ivuown to petitioner, and description of their re-
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spective claims is attached hereto, made a part

liereof for all purposes and marked 'Exhibit E'.

That a separate list of the aforesaid creditors who

have accepted the plan of readjustment, together

witli their separate addresses, is attached hereto,

made a part hereof for all purposes and marked

'Exhibit F'.

That all of said creditors are holders of the afore-

said bonds of petitioner and the accrued and unpaid

interest thereon and petitioner has no creditors

exct^pt the holders of said bonds of the face amount

(if .$631,925.00 and accrued and unpaid interest there-

on in the approximate sum of $87,661.98.

6. That in conformity with the said plan of re-

adjustment and the requirement of the Reconstruc-

tion Finance Corporation the creditors accepting

said plan have deposited their bonds, in escrow,

with the American Trust Company, a banking cor-

poration, under all the terms and conditions set

fortli in the letter of transmittal and deposit, a

copy of which is attached hereto, made a part hereof

for all purposes, and marked 'Exhibit G\
7. That no contract or agreement has been en-

teivd into between any committee, organization,

group, or individual and the creditors of petitioner,

except said escrow agreement aforesaid, and no

compensation is to be received directly or indirectly

l)y ai}y such agent or committee, save and except

that the pa^mient of the costs and expenses of car-

I'^nng out said plan of readjustment will be paid by
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petitioner, the amount of which cost and expense

is set forth in the schedule attached hereto, [61]

made a part hereof for all purposes and marked

'Exhibit H'.

8. That within the meaning and intent of para-

graph 'K' of said Chapter IX of the said Bank-

ruptcy Act, as amended May 24, 1934, the Califor-

nia Districts Securities Commission, a state agency,

duly existing and organized under an act of the

Legislature of the State of California, entitled 'the

California districts securities commission act' ap-

proved June 19, 1931 Stats. 1931 p. 2263, as amended,

authorized to exercise supervision and control over

the fiscal affairs of irrigation districts organized

under the laws of the State of California, has as-

sumed such supervision and control over petitioner,

and petitioner is now under such supervision and

control and subject to regulation by said commis-

sion.

That said commission, in writing, has duly ap-

proved of the filing of this petition which said writ-

ten approval accompanies this petition, a copy of

which is attached hereto, made a part hereof for

all purposes and marked 'Exhibit I'.

9. That this petition is filed pursuant to and un-

der authority of a resolution of the Board of Direc-

tors of petitioner, duly and unanimously adopted

at a meeting thereof duly called and held on the

14th day of July, 1934, copy of which resolution

is attached hereto, made a part hereof for all pur-

poses and marked 'Exhibit J'.
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"WHEREFORE, your petitioner prays:

(a) That this court make its order approving

this petition as properly filed in good faith under

the provisions of said Chapter IX as added by

said amendment approved May 24, 1934 to an act

entitled 'an act to establish a uniform system of

1>ankruptcy throughout the United States' approved

Jul}^ 1, 1898, and acts amendatory thereof and

supplementary thereto.

(b) That the court order notice to the creditors

of petitioner be given and published as in said

Chapter IX of said [62] Bankruptcy Act provided.

(c) That the court allow and give such hearings

and make such orders, decrees, confirmations and

final determinations as may be proper and necessary

in the premises.

WATERFORD IRRIGATION
DISTRICT

By E. WHITNEY
President of its Board of

Directors

By C. W. QITINLEY
Secretary of its Board of

Directors

HANKIXS & HANKIXS
Attorneys for Petitioner

918 Pacific Bldg.

San Francisco, Calif.''

(Duly verified)
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The following exhibits were attached to the peti-

tion, namely:

Exhibit A was a cop.y of the resolution of the

Reconstruction Finance Corporation of January

29, 1934, authorizing the loan, pertinent and mate-

rial portions of which read as follows:

"(Form 1/5/34) Meeting? of

RECONSTRUCTION FINANCE
CORPORATION

AMENDED RESOLUTION
Re: WATERFORD IRRIGATION DISTRICT

Docket No. Ref. 204

WHEREAS Waterford Irrigation District Stan-

islaus County of Waterford, California (Post Of-

fice Address) a political subdivision duly organized

under the laws of the State of California (herein

called the 'District'), has applied to this Corpora-

tion for a loan to enable it to reduce and refinance

its outstanding indebtedness, pursuant to the pro-

Adsions of Section 36, Part 4, of the Emergency

Farm Mortgage Act of 1933, as amended, and

WHEREAS the District has represented that

prior to May 12, [63] 1933, it had completed a

project devoted chiefly to the improvement of lands

for agricultural purposes and that in connection

with such iDroject it had incurred and now ha> out-

standing indebtedness in approximately the follow-

ing amounts:
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NatL-re of Principal Interest Unpaid on Total Out-
Debt Amount Feb. 1, 1933 standing

Bonds $634,925.00 $53,525.93 $688,450.93

Such indebtedness, together with all interest accrued

and unpaid thereon as of Feb. 1, 1933, is hereinafter

referred to as the 'Existing Debt' and the iDonds and

coupons or other instruments evidencing such debt

are hereinafter referred to as the 'Old Securities';

and

WHEREAS this Corporation has caused an ap-

praisal to be made of the property securing or

underlying the Old Securities and has determined

that the project of the District is economically

soimd, and now desires to make a loan to enable

said District to reduce and refinance all or by far

the greater part of such Existing Debt on the basis

of payments to holders of its Old Securities, or to

Committees or other (for 1/27/34) representatives

of such holders, at the rates herein set forth,

NOW, THEREFORE, BE IT

RESOLVED, that there is hereby authorized a

loan of not exceeding $312,500.00, to or for the bene-

fit of said District, subject, however, to the follow-

ing terms and conditions:

1. Time Limits. All loans hereunder shall be

disbursed on or before June 30, 1934, but the Chief

or Acting Chief of the Drainage, Levee and Irriga-

tion Division (hereinafter referred to as the 'Divi-

sioi: Chief) may fix any shorter time within which

such loans must be disbursed.

2. Deposit of Old Securities. The holders of Old

Securities who join in this plan of refinancing shall

deposit the [64] same with one or more committees.
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depositaries, or other responsible representatives

satisfactory to them, which shall consent to the plan ^

of refinancing contemplated by this resolution (here-

inafter referred to as 'Owners' Agents'), or shall

otherAAise give this Corporation satisfactory assur-

ances that the Old Securities held by them will be

subjected to such plan, in which latter ease they

are hereinafter referred to as 'Consenting Own-

ers'. Old Securities deposited with Owners' Agents

or held by Consenting Owners are hereinafter* re-

ferred to as 'Deposited Securities.' Each Owners'

Agent shall be duly authorized to receive all moneys

payable to the holders of Old Securities deposited

with it, to surrender the Deposited Securities and

do all other acts and things necessary to enable

the District to effect a reduction in its indebtedness

to the extent and in the manner contemplated by

this resolution.

No loan shall be made hereunder (a) unU'?s all

of the Old Securities shall be thus deposited or

(h) unless the Division Chief shall deem that such

a large proportion of such securities has been de-

posited as will satisfactorily accomxDlish the pur-

poses of this Corporation in authorizing this loan.

In this latter event, as hereinafter more fully

provided, lesser amounts may be payable on the

Deposited Securities than in case all of the Old

Securities are deposited.

3. Payments on Deposited Securities. The

amounts to be loaned by this Corporation hereunder

shall be sufficient to provide for pajonents of diifer-
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ent amounts of money on account of the Deposited

Securities, as follows:

(a) 48.82 cents for each dollar of principal

amount of [65] Deposited Securities, provided

that all of the Old Securities shall have been

deposited at the time when this Corporation

makes its first loan hereunder.

(b) 48.82 cents for each dollar principal

amount of such Deposited Securities, in case

the District is unable to procure the deposit

of all of such Old Securities but shall procure

the deposit of such large proportion thereof as

shall be required or approved by the Division

Chief. (Form 1/5/34)

(c) 46.82 cents for each dollar jorincipal

amount of Old Securities that are not thus

deposited at the time when the first loan is

made pursuant to the provisions of subpara-

graph (b) of this section, but which are sub-

sequently deposited within such time or times

as may be fixed or approved by the Division

Chief.

Each Deposited Security shall be accompanied by

such of its appurtenant coupons, if any, repre-

senting interest accrued on or before February

1, 1933, as may be required by the Division Chief

and shall also be accompanied by all coupons repre-

senting interest payable thereon after such date.

In case any such security shall not be accompanied

by any coupon required by the Division Chief
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representing interest accrued on or before the afore-

said date, the amonnt payable thereon shall be re-

duced in such amount as may be determined by the

Division Chief, but such reduction shall not be less

than 44.79 cents for each dollar of the face amount

of such missing coupons. In case any Old Securities

shall be presented with any coupons missing that

mature after the aforesaid date, the Division Chief

may refuse to accept the same, or if such security

is accepted there shall be deducted from the amount

to be paid on account thereof a sum equal to the

full face amount of such missing coupons. [66]

In case any Old Security shall be deposited with-

out being accompanied by all the required coupons

nnd if because of such missing coupons reductions

are made in the amounts payable on account of such

Old Security, but thereafter such missing coupons

are deposited within such time or times as may be

prescribed or approved by the Division Chief, there

shall be paid on account of such coupons subse-

f|uently deposited amounts exactly equal to the sums

which were originally deducted from the sum paid

on account of such Old Security to which such

coupons appertained.
rr *******
How Loans are to be Effected. Unless the Divi-

sion Chief shall direct otherwise, loans made here-

under shall be conditioned upon the authorization

by the District of new 4% bonds (herein referred to

as 'New Bonds') having a principal amount suffi-

cient in the opinion of said Division Chief and
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Counsel for this Corporation to insure completion

of the proposed refinancing. Such loaiLs shall be

cftVeted in any of the following ways as said Divi-

sion Chief and Counsel shall direct:

(a) If the Division Chief shall deem it ad-

visable to have the Deposited Securities can-

celed immediately upon issuance of the New
Bonds, such loans may be advanced directly

to the District or to the Owners' Agents and

consenting owmers at the time of the surrender

and cancellation of the Deposited Securities

but only upon receipt by this Corporation of

Xew Bonds having a principal amount equal to

the amount of the loans it has made hereunder.

(b) In the event that the Division Chief

shall deem it necessary to keep any or all of

the Deposited Securities alive for a greater or

lesser length of time in order to [67] maintain

a parity of rights as between the holders of

the Deposited Securities and the rights of the

lioldors of Old Securities who did not deposit

same, or for any other purpose, then such loans

may be made directly to the Owners' Agents

and consenting owners. All such loans shall

be represented by the notes of such consenting

owners or Owners' Agents and the Deposited

Securities shall be pledged as security therefor.

When executed by Owners' Agents, such notes

may provide that the makers thereof shall not

be individually liable thereon. Each such note

sliall give this Corporation authority at any
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time to surrender all or any part of the

pledged securities to the District in exchange

for Xew Bonds and shall also authorize this

Corporation, upon first having requested pay-

ment of such note and payment having been

refused, to purchase the pledged securities at

such sale as may ])e provided for by such note.

Each such note shall bear interest at the rate

of 4% per annum, payable as nearly as prac-

ticable on the interest pa;sTnent dates borne

by the major part of the Deposited Securities.

The District shall not be a party to such

note Init in case it shall pay the interest there-

on promptly when and as the same falls due,

the Corporation will accept such interest pay-

ments and will thereupon give credit to the

District for payment of the interest for .such

period on all the Deposited Securities at that

time held by this Corporation, it being expressly

proAdded, however, that nothing contained in

this resolution shall be deemed to limit the right

of this Corporation to enforce full payment of

interest or principal on Deposited [68] Securi-

ties it may hold, at any time when it may deem

it advisable to do so in order to protect its

rights as holder of the Deposited Securities

against any rights claimed by the holders of

Old Securities that have not been dei^ositod.

As a condition precedent to the making of

any such loan in the manner provided in this



Waterford Irr. Dist. 85

subparagraph, the DivLsioii Chief and Counsel

for this Corporation may require the District

to execute or agree to execute such amount of

its New 4% Bonds as they may specify and

when executed, to deliver such Bonds to a trus-

tee or custodian satisfactory to this Corpora-

tion. Such trustee or other custodian shall he

irrevocably bound to exchange such New Bonds

for the Deposited Securities held hy this Cor-

poration at any time when it shall so request,

but the New Bonds thus to be delivered to this

Corporation shall not exceed in principal

amount the sums then owed to this (Corporation

on account of the advances which it has made

hereunder, together with any interest then ac-

crued and unpaid thereon.

(c) In the event that Counsel for this Cor-

poration shall have any doubt as to the leaal

authority of the District to issue New Bonds

in exchange for some part or some class of the

Deposited Securities, provision shall be made

for delivery to this Corporation of New Bonds

having a principal amount equal to the sums

owed to this Corporation on account of the ad-

vances it has made or is then making hereunder,

upon the surrender and cancellation of only

such part of ~r:.e Deposited Securities as such

counsel deems the District can lawfully accept

in exchange for New Bonds. Promptly after

effecting any such exchange of a part of [^9]

the Deposited Securities for New Bonds, the
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Treasurer of this Corporation shall surrender

or assign to the District without charge all of

the Deposited Securities then held by this Cor-

poration that were not previously exchanged

for New Bonds.

7. Date, Maturities and Interest of New Bonds.

Such New Bonds shall bear such date as shall be

satisfactory to Counsel for this Corporation. No
part of the principal thereof shall mature during

the first three (3) years after their date and such

bonds shall mature thereafter in annual instalments

over a period of thirty (30) years, commencing at

the end of the fourth (4th) year from the date

they bear according to a maturity schedule satisfac-

tory to the Division Chief. If the District may
legally (Form 12/20/33) do so, such annual maturi-

ties, so far as practicable, shall be such that the

totals of the sums payable for interest and for the

retirement of bonds shall be approximately the same

in each year during which there is a maturity.

Interest on New Bonds is to be paid semi-annually

unless the Division Chief shall otherwise direct.********
FURTHER RESOLVED, that when said Dis-

trict, Owners' Agents and Consenting Owners have

complied with the provisions, terms and conditions

of these resolutions and of any contracts that may
have been executed by the Corporation in this mat-

ter to the satisfaction of the Division Chief and of
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tlie designated counsel for this Corporation, the

Treasurer of this Corporation is authorized and

directed to execute all such instruments, make all

loans, payments and exchanges of securities and take

am^ other action so approved by the Division Chief

and by said Counsel.

I. a. R. COOKSEY, Secretary of the RECON-

STRUCTION FINANCE [70] C^ORPORATION

do hereby certify that the foregoing is a true and

correct copy of the resolutions of its Executive

Committee duly adopted at a meeting thereof, regu-

larly convened and held on the 29th day of Jan-

uary, 1934, at which a quorum was present and

acting throughout.

IN WITNESS WHEREOF I have hereunto set

my hand and the seal of this Corporation this 1st

day of February, 1934.

G. R. Cooksey

Secretarv''

Exhibit B was a copy of the resolution of the

Board of Directors of petitioner adopting a plan

for the refunding and readjustment of its indebt-

edness, reading as follows:

''RESOLUTION ADOPTING REFUNDING
PLAN

WHEREAS said Waterford Irrigation District

has heretofore dulv authorized and issued an issue
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of its bonds designated as 'issue No. 1' or 'first

issue' in the aggregate principal amount of $465,000.

])earing interest at the rate of 6% per annum, pay-

al)le semi-annually, on the 1st day of January

and the 1st day of July of each year, all dated Jan-

uary 1st, 1917, due serially from 1928 to 1947

(both inclusive) payable January 1st of each year

having denominations of $575, $500, $450, $400,

$325, $300, $250, $200, $150, and $100, of which

bonds $446,400 of principal amount are now out-

standing, and

WHEREAS said district has heretofore duly au-

th( iiized and issued an issue of its bonds designated

as 'issue No. 2' or 'second issue' in the aggregate

principal amount of $205,000, bearing interest at

the rate of 5^/2% per annum, payable semi-annually

on the 1st day of January and the 1st day of July

of each year, all dated July 1st, 1919, due serially

from 1927 to 1946 (both inclusive) payable July

1st of each year, having denominations of $1000,

$300, and $125.00 [71] of which bonds $188,525. of

principal amount are now outstanding, and

WHEREAS on the 18th day of September, 1933

said Waterford Irrigation District (hereinafter des-

ignated as the 'district') duly filed with the Re-

construction Finance Corporation (hereinafter des-

ignated as the 'Corporation') its application

(Docket No. File 204) for a loan for the purpose

of reducing and refinancing the outstanding indebt-
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edness of said district under the provisions of the

Emergency Farm Mortgage Act of 1933, and

WHEREAS on the 29th day of January, 1934

the said Corporation authorized a loan to or for

the benefit of said district of not exceeding $312,500

under all the terms and conditions set forth in the

resolution adopted by said Corporation, hereinafter

referred to, and

WHEREAS on the 10th day of February, 1934 tlie

Board of Directors of said district, by resolution,

duly accepted said loan and agreed with said Re-

construction Finance Corporation, to comply with,

fulfill and carry out all the provisions, terms, con-

ditions and requirements set forth in said resolu-

tion, to be by said district carried out and fulfilled,

and

WHEREAS, the Board of Directors of said dis-

trict desires the California Districts Securities Com-

mission to approve a plan of reducing and refinanc-

ing the outstanding indebtedness of said district and

the authorization and issuance of bonds as pro-

vided for and subject to the terms and conditions

of the said resolution of the Reconstruction Fi-

nance Corporation dated January 29, 1934 (here-

inafter designated as the 'Corporation Resolution').

NOW THEREFORE, BE IT RESOLVED AND
ORDERED that the following plan for the refund-

ing of the bonds of said district and [72] reducing

and refinancing the outstanding indebtedness of said

district, in compliance with the requirements of said
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Corporation Resolution, be and the same is hereby

adopted, to-wit:

1. The proceedings for the issuance of said re-

funding bonds under and pursuant to and in accord-

ance witli said Corporation Resolution shall be

taken in compliance with and under the provisions

of "the California irrigation district act" and also

the provisions of an act of the Legislature of the

State of California, entitled:

An Act to authorize irrigation districts to

cooperate and contract with the United States

under the provisions of the Federal reclamation

hiws for a water supply, or the construction,

operation or maintenance of works, including

drainage works, or for the assumption by the

district of indebtedness to the United States

on account of district lands ; and to provide the

manner and method of payments to the United

States under such contract, and for the appor-

tionment of assessments, and the levy thereof,

upon the lands of the district to secure reve-

nue for such payments, and to provide for the

judicial revenue and determination of the va-

lidity of the proceedings in connection with

such contract, and to provide for construction

of works by the district ; to pro^dde for the bor-

rowing or procuring of money from the United

States or any agency thereof and the entering

into contracts, and/or the issuance of bonds,

warrants or other evidence of indebtedness for

the repayment thereof.



Waterford Trr. Dist. 91

(approved May 5, 1917, Stats. 1917, p. 243, as

amended) and all of said refunding bonds when

issued shall contain such terms and conditions and

shall be payable in such manner [73] and from such

source or sources of income and/or revenue as may
l)e agreed upon between said District and the Re-

construction Finance Corporation, and the District

shall be obligated to do and perform all of the o))-

ligations imposed upon it pursuant to the terms of

said Corporation Resolution.

2. That a refunding issue of bonds of said dis-

trict (designated as "New Bonds" in the said Cor-

poration Resolution) in the aggregate j^rincipal

amomit of $312,500 shall be authorized. No part of

the principal thereof shall mature during the first

three (3) years after their date and such bonds shall

mature thereafter in annual installments over a

period of thirty (30) years commencing in the

fourth (4th) ^^ar from the date they bear accord-

ing to a maturity schedule satisfactory to the Chief

of the Division of Drainage, Levee and Irrigation

of the Reconstruction Finance Corporation and ap-

proved by the California Districts Securities Com-
mission. Said bonds shall bear interest at the rate

of four (4%) per cent, per annum, such interest

lieing payable semi-annually.

3. As provided for in said Corporation Resolu-

tion, the District hereby promises, covenants and

agrees with said Reconstruction Finance Corpora-

tion to the effect that so long as any of said new
bonds or any of the old securities pledged with or
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acquired b}^ said corporation remains outstanding

said district will duly and fully fulfill, comply with

and carry out all the terms and conditions on its

part to be fulfilled, complied with and carried out

under the terms and conditions of said Corporation

Resolution and further that said District will at

all times levy and collect sufficient assessments to

pay all expenses of operating, maintaining and re-

pairing its works, all sums necessary for payment

of interest and principal on the bonds and any

other indebtedness at any time owed by the District,

plus such additional amounts as the [74] Division

Chief and Counsel for the Reconstruction Finance

Corporation may deem necessary for assurances

against delinquencies in payment of taxes and the

creation of a reserve fund, and in addition thereto

the District shall furnish said corporation with such

assurances as may be required by the Division Chief

and its Counsel that so long as any of the bonds

remain outstanding such assessments cannot or will

not be reduced below the amount above required

by any action of the California Districts Securi-

ties Commission or by any other governmental of-

ficer or Board. The District shall be obligated and

bound for the payment of said Refunding Bonds

in accordance with the terms of this plan and all

of the terms and conditions on the part of the Dis-

trict to be kept and performed are hereby incor-

porated herein and made a part hereof.

AND BE IT FURTHER RESOLVED AND
ORDERED that the said Board of Directors deem
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it desirable that said refunding bonds in the aggre-

gate principal amount of said $312,500. shall be

made available for the purposes specified in Section

9 of "the California districts securities conunission

act", approved June 19, 1931, as amended.

AND BE IT FURTHER RESOLVED AND

ORDERED that the said district be authorized to

make such expenditures and incur such indebted-

ness and to issue warrants of said District there-

for as may be required in order to pay the ct^sts

and expenses incident to the carrying out of said

plan or in connection with tlie reducing and refi-

nancing of its outstanding indebtedness and the is-

suance of refunding bonds for such purpose.

AND BE IT FURTHER RESOLVED AND
ORDERED that this Board of Directors submits to

the California district securities commission, this,

the proposed plan of said district to [75] reduce

and refinance its outstanding indebtedness and the

refunding of its said bonds mider the terms and

conditions of said resolution and the President and

Secretary of this Board of Directors be and they

are hereby authorized and directed for and on be-

half of the Waterford Irrigation District, to sbuiiiit

to the California Districts Securities Commission

the aforesaid plan and to request the approval of

said Commission thereto, to sign and execute such

applications, petitions, reports and other docu-

ments, and to submit to and file with said Commis-

sion and said Reconstruction Finance Corporation,

such records, files and reports of said district as
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may be necessar}^ or proper or be requested or re-

quired in obtaining the approval of said commis-

sion and of the Reconstruction Finance Corporation

to said plan and to take any and all steps and to do

any and all things which may be necessary or proper

to carry this resolution and said plan into effect and

to full}" comply with and carry out all the terms

and conditions of the said resolution of the Recon-

struction Finance Corporation authorizing the said

loan to this district.

AND BE IT FURTHER RESOLVED AND
ORDERED that upon said proposed plan being ap-

proved by said conmiission and the Reconstruction

Finance Corporation, an election be called in said

district for the purpose of authorizing said contract

with the Reconstruction Finance Corporation set

foi-th in said Corporation Resolution and the issu-

ance of such Refunding Bonds, as provided by law."

Exhibit C was a copy of Order 12 of the Califor-

nia Districts Securities Commission approving the

plan.

Exhibits D-1 to D-107, inclusive, consisted of the

acceptances in writing of the plan by certain credi-

tors of said district named in Exhibit F. [76]

Exhibit E was a list of all creditors of petitioner,

together with their addresses and a description of

their claim, consisting of the known bondholders

of petitioner.



Waferford Irr. Dint. 95

Exhibit F was a separate list of the creditors

mentioned in Exliibit E who had accepted the plan,

t(»,ii,ether with tlieir addresses.

Exhi))it G was the form of letter of transmittal

and deposit used by the consenting creditors.

Iilxlubit H was an itemization of the expenses in-

cident to carying out tlie readjustment plan in the

total sum of $4,674.00.

Exliibit I was a copy of an order of the Cali-

fornia Districts Securities Commission approving

the filiug of the aforesaid petition.

Exliibit J was a copy of a resolution of the

Board of Directors of the Waterford Irrigation

District, authorizing the filing of said petition and

accepting and approving said plan of readjustment.

Proceedings Upon Approval of Petition.

Upon the filing of the petition, Hon. A. F. St.

Sure made an order approving the petition as prop-

erly filed in good faith, and at the same time Judge

St. Sure signed an order fixing the first day of

October, 1934, at Sacramento as the time and place

for hearing upon the plan, and requiring that notice

to creditors be given b}^ publication, as provided in

the act.

Thereafter notice was given by i)ublication, the

first date of publication being August 9th, 1934, and

due proof of publication was made and filed in the

]U'oceeding.

At the time set for the hearing, the hearing was

regularly continued to the 12th day of November,

1934.
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Prior thereto and within 90 days from the first

publication of the notice to creditors, certain credi-

tors of the district, to-wit : George F. Covell, George

H. McKaig, David F. Selby, E. A. Covell, Xellie

T.. Covell, N. O. Bowman, Alice Dennett and Elea-

nor [77] Dennett, filed a motion to dismiss the pe-

tition and an answer.

Motion to Dismiss.

In the motion to dismiss it w^as set forth that the

respondents owned the bonds which were credited

to them in the petition, aggi'egating $146,600.00,

together with interest due thereon and unpaid in

the sum of $20,110.00. The motion was based upon

the following grounds:

1. That the court is without jurisdiction to enter-

tain and hear the petition or determine the cause,

for the reason that Section 80 of the bankruptcy

act under which the petition was filed violates Sec-

tion 8, Article I, of the Constitution of the United

States ; that it violates the Fifth Amendment to the

Constitution of the United States; that no power

has been delegated to Congress to pass legislation

such as this regulating the rights of the interveners

against the State of California, that it violates the

Tenth Amendment to the Constitution and that it at-

tempts to submit a state governmental agency to the

jurisdiction of the Federal Court contrary to the

plan and scbeme of government, as set forth in the

Constitution, and that it violates other provisions of

the Constitution of the United States. The motion

was based upon the further grounds that the Watei'-

ford Irrigation District is without legal capacity
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to make its petition, for the reason that Article I,

Section 16, of the Constitution of the State of Cali-

fornia prohibits the impairment of obligation of

contract; that Article I, Section 21, of the Cali-

fornia Constitution prohibits discrimination between

classes ; that Article 13, Section 6, provides that the

l)ower of taxation shall never be surrendered or sus-

pended by any grant or contract to which the state

shall be a party, and that the district is not one of

the agencies permitted under Section 80 of the act

to file such a petition ; and lastly upon the grounds

that the petition does not state facts sufficient to

constitute a good and sufficient petition under Chap-

ter IX of the Bankruptcy Act of 1898. [78]

The motion to dismiss was accompanied by points

and authorities and was submitted to Hon. A. F.

St. Sure on November 12, 1934, at which time Judge

St. Sure denied the motion to dismiss and the re-

spondents' exception to the ruling was allowed.

Answers of Respondents.

That the answer of the respondents was in the

following words:

[Title of Court and Cause.]

^'ANSWER TO PETITION FOR CON-
FIRMATION OF PLAN OF RE-
ADJUSTMENT OF DEBTS.

Now come George F. Covell, George H. McKaig,

David F. Selby, E. A. Covell, Nellie L. Covell, N. O.

Bowman, Alice Dennett, and Eleanor Dennett, cred-

itors of the above entitled Irrigation District and
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answering the petition for confirmation of plan of

readjustment of debts herein admit, deny and allege

as follows

:

I.

Admit and allege that they own severally the

bonds credited to them in the petition for confirma-

tion of plan of readjustment of debts on file herein

aggregating $146,600, par value of bonds of the

Waterford Irrigation District of the first, and sec-

ond issue as set forth in the petition on file herein,

together with interest thereon due and unpaid.

II.

Dem^ that petitioner Waterford Irrigation Dis-

trict is insolvent or unable to meet its debts as they

mature.

III.

Respondent creditors have no information as to

Avhether the plan of readjustment has been accept-

ed or approved by petitioner, or whether a resolu-

tion of the Board of Directors adopting the plan

was made and, basing their denial on that ground,

deny the same. [79]

IV.

Respondents have no information as to whether

the said plan was approved by the California Dis-

trict Securities Commission and, basing their de-

nial on that ground, denj^ the same.

V.

That respondents have no information as to

whether the creditors owing less than 66-2/3% or

any other amount of the bonds of petitioner have
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accepted the plan in writing and, basing their denial

upon that ground, deny the same.

VI.

That respondents have no information as to

whether the creditors accepting the plan have de-

posited their bonds in escrow and, basing their de-

nial upon that ground, deny the same.

VII.

That respondents have no information as to

whether any contract or agreement has been entered

into between any committee, individual or creditor

of petitioner and whether any compensation is to

be received by any agent or committee and, basing

their denial upon that ground deny the same.

VIII.

Deny that the California District Securities Com-

mission is authorized to exercise supervision over

the fiscal affairs of said district insofar as this pe-

tition is concerned, and that respondents have no

information as to whether or not said commission

has approved the said petition and, basing their de-

nial upon that ground, deny the same.

IX.

That respondents have no information as to

w^hether said petition is filed pursuant to a resolu-

tion of the Board of Directors of petitioner and,

]:)asing its denial upon that ground, deny the same.

WHEREFORE, respondents pray that said peti-
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tioii be dismissed [80] and for respondents' costs

of suit and such other relief as may be just.

W. COBURX COOK,
Attorney for George F. Covell,

George H. McKaig, David F.

Selby, E. A. Covell, Nellie L.

Covell and X. O. Bowman.

L. L. DEXXETT,
Attorney for Alice Dennett and

Eleanor Dennett."

[Duly Verified.]

That on the 12th day of Xovember, 1934, by leave

of Court the said respondents hied a supplemental

answer in the following words:

[Title of Court and Cause.]

-SUPPLEMEXTAL AX8WER
Come now George F, Covell, George H. McKaig,

David F. Selby, E. A. CoveU, Nellie L. Covell, N. O.

Bowman, Alice Dennett and Eleanor Demiett and

by leave of court first had and obtained file this

supplemental answer and allege:

I.

That this Court is without jurisdiction to enter-

tain the petitioner's petition and the plan of read-

justment filed therewith or to hear and determine

this cause because this proceeding and the Act of

Congress, approved May 24, 1934, being an amend-

ment to the Bankruptcy Act, under which this pro-
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ceeding is brought, is unconstitutional and void and

aii'ects the property rights of these interveners

for the following reasons, to-wit:

(1) Under Section 8, Article I of the Constitu-

tion of the United States, Congress has pov^er to

pass luiiform laws on the subject of bankruptcies

throughout the United States and said Act is not a

unifoi'm law on the subject of bankruptcies through-

out the United States.

(2) Under said Act private property may be

taken for public use without just compensation, con-

trary to the provisions of [81] Amendment V of the

Constitution of the United States, and the peti-

tioner's petition and the plan of readjustment filed

therewith propose to take interveners' property

without just compensation.

(3) Under the Constitution of the United States

and the plan of government set forth therein the

Federal Government is a government of delegated

])Owers and no j^ower has been delegated to Con-

gress to pass legislation such as the said Act of Con-

gress approved May 24, 193-1:, regulating the rights

of '-itizens and particularly these interveners

against the states or state governmental agencies in

the manner therein provided.

(4) Said Act was passed in violation of the re-

served rights of states of the United States as guar-

anteed to the states by amendment X to the Fed-

era] Constitution and because the passage of said

Act is a violation of the rights of the citizens, and
particularly these interveners, guaranteed and re-
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served to them by Amendment X to the Constitu-

tion.

(5) Said Act attempts to subject State Govern-

mental Agencies to the jurisdiction of Federal

Courts contrary to the plan and scheme of govern-

ment, as set out in the Constitution of the United

States.

(6) Said Act in other respects violates the Con-

stitution of the United States.

II.

That the petitioner herein, the Waterford Irriga-

tion District, is without legal capacity to make its

petition for the following reasons:

(1) Under Article I, Section 16 of the Consti-

tution of the State of California, no law impairing

the o])ligations of contract shall ever be passed.

(2) Article I, Section 21, of the Constitution

provides [82] that no citizen or class of citizens shall

be granted privileges which upon the same terms

shall not be granted to all citizens.

(3) Article XIII, Section 6, provides that the

power of taxation shall never be surrendered or sus-

pended b}' any grant or contract to which the state

shall be a party.

(4) The Waterford Irrigation District is not one

of the agencies permitted under Section 80 of the

Act to file such a petition.

III.

That said petition is not filed in good faith be-

cause the said Waterford Irrigation District has the

capacity to pay all of its debts.
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IV.

That respondents are creditors of the bankrupt

within the meaning of the Act of Congress ap-

proved May 24, 1934, being an amendment to the

Bankruptcy Act by which Chapter IX was added

thereto, and that this answer is made on behalf

of all of the creditors named herein and of all

other creditors of said petitioner who desire here-

after to join herein ; that the plan proposed is not

fair, equitable or for the best interest of the credi-

tors: that the AYaterford Irrigation District is not

in point of fact the real debtor but is merely a trus-

tee or intermediary for the payment of the obliga-

tions of the land owniers; that the land owners are

the debtors insofar as they own the lands embraced

within the Waterford Irrigation District, and that

the plan submitted discriminates against the re-

spondents and others of the same class, for the

reason that other classes of bond holders holding

bonds against the lands of said district, such as

county bonds, school bonds and the owners of deeds

of trust mortgages and other liens against the lands

of the District are not included, and that under the

Constitution and [83] laws of the State of Califor-

nia and the United States the bonds of respondents

are a lien upon the lands of the District prior to

many of these other classes of lien holders, whose

liens w^ould be strengthened at the expense of the

land owners and of bond holders in the class of

respondents.
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WHEREFORE, respoiideuts pray that:

1. That this Court find and determine that said

Act of Congress approved May 24:, 193-1:, under

which these proceedings were commenced, is un-

constitutional and void.

2. That the Court refuse to confirm the plan of

reorganization and readjustment proposed by the

Bankrupt and any settlement made or to be made

thereunder, and that it refuse to confirm any plan

of reorganization or adjustment or any settlement

of debts due the District which does not make prop-

er provision for the payment of the debts due the

respondents and recognition of the priority of such

debts.

3. That in the alternative this Court make and

enter an order expressly pro\dding that neither the

bankruiDtcy i^roceedings nor any order made or

thing done in or pursuant thereto shall affect in

any way the rights of the respondents or remedies

given them by law for the enforcement of such

rights, to the end that respondents may prosecute

their rights to final judgment in any court of com-

petent jurisdiction and enforce such judgment in

the manner provided by law.

W. COBURN COOK,
Attorney for George F. Covell,

George H. McKaig, David F.

Selby, E. A. Covell, Xellie L.

Covell, and X. O. Bo\\'man.

DENNETT & ZION,

Attorneys for Alice Demiett and

Eleanor Dennett."

[Duly Verified.]
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Order of Reference.

That on November 12tli, 1934, Judge St. Sure on

motion of counsel for petitioner made an order of

reference to a Special Master in the following

words [84]

[Title of Court and Cause.]

"ORDER OF REFEREW^E TO A
SPECIAL MASTER

It appearing that the Waterford Irrigation Dis-

trict of Stanislaus County, California, an irrigation

district duly formed, organized and existing in ac-

cordance with and under and by virtue of the pro-

visions of that certain act of the Legislature of the

State of California designated as 'the California ir-

rigation district act' and a 'taking district' with-

in the meaning and intent of an act of the Con-

gress of the United States approved May 24, 1934,

amending an act entitled 'an act to establish a uni-

form system of bankruptcy throughout the United

States' approved July 1, 1898 and acts amendatory

thereof and supplementary thereto, by adding there-

to a new chapter designated Chapter IX thereof

and consisting of sections numbered 78, 79 and 80,

has filed a petition in this court stating that said dis-

trict is insolvent and unable to meet its debts as they

mature, and that it desires to effect a plan of read-

justment of its debts as provided for in said amend-

ment to said Bankruptcy Act, and

IT FURTHER APPEARING that said plan of

readjustment of the debts of said district was duly
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set forth in said petition and that said plan had

been duly accepted in writing ])y the creditors of

said district owning more than sixty-six and two-

thirds (66 2/3) per centum in amount of the bonds,

notes and certificates of indebtedness of said dis-

trict affected hy the plan, which acceptances ac-

companied said petition and such plan has been

accepted and approved by said taxing district in

a writing signed in its name hy an authorized au-

thority and filed in this proceeding and that said

petition contained all other matters and things re-

quired b}" said amendment to said Bankruptcy Act,

and

IT FURTHER APPEARING that this court

has heretofore and on [85] the 6th day of August,

1934 duly made and filed its order approving the

said petition for the confirmation of the plan of

said district for the readjustment of its debts,

as properly filed, and ordered notice to be given to

the creditors of said district as provided by law, and

IT FURTHER APPEARING that said notice

has been duly given as provided for by law and

the order of this court, and said matter has duly

come on for hearing on this 12th day of November,

1934, and

IT FURTHER APPEARING that George F.

Covell, George H. McKaig, David F. Selby, E. A.

Covell, Nellie L. Covell, N. O. Bowman, Alice Den-

nett and Eleanor Dennett, creditors of said district

holding more than five (5) per centum in amount of

the bonds of said district have aj^peared in said

proceeding and controverted the facts alleged in

said petition, and
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IT FURTHER APPEARING that it is neces-

saiy to refer all matters set forth in said petition

to a special master, for consideration and rei^ort

upon the issues raised hy said petition and the said

objections thereto,

NOW, THEREFORE, IT IS HEREBY OR-

DERED, that the issues hereinafter specified, made

by said petition and objections thereto be and they

are hereby referred to Stephen N. Blewett of Stock-

ton, California, as Special Master, under rule of

Court, to ascertain and report the facts, with his

conclusions thereon.

That said specified issues are as follows:

(1) Is said plan of readjustment of the debts

of said district fair, equitable and for the best in-

terests of the creditors, and does it discriminate un-

fairly in favor of any class of creditors ?

(2) Does said plan comply with the provisions

of subdivision (b) of Chapter IX of said amend-

ment to the Bankruptcy Act ? [86]

, (3) Has said plan been accepted and approved

as required by the provisions of subdivision (d) of

said Chapter IX of said amendment to the Bank-

ruptcy Act ?

(4) Have all amounts to be paid by the taxinj^

district for services or expenses incident to the re-

adjustment been fully disclosed and are reasonable?

(5) Are the offer of the plan and its acceptance

in good faith I

(6) Is the taxing district authorized by law, upon
confirmation of the plan, to take all action necessary

to carry out the plan ?
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WITNESS our hand this 12th day of Xovember,

1934.

A. F. ST. SURE,
Judge of the United States

District Court."

Hearings on Plan Before Master.

That thereafter upon notice duly given the mat-

ter came up for hearing before Stephen N. Blewett,

Special Master, appointed herein, and hearings

were conducted in Modesto, California, on Decem-

ber 12, 13, 14, 15, 1934, January 10 and 15, 1935,

and February 8, 1935, Homer N. Hankins, of Han-

kins & Hankins appearing as counsel for the Wa-
terford Irrigation District, and W. Coburn Cook

and Dennett & Zion appearing as counsel for the

respondents.

Narrative Statement of Testimony.

The following is a narrative statement of the tes-

timou}^ produced at the hearing, and including all

testimony produced.

Seven farmers were called as witnesses by peti-

tioner and testified as to their experience in farm-

ing in the district and their returns therefrom.

W. F. BEARD
testified that he has been President of Waterford

Development Company since 1921, engaged in col-
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onizing and farming. They had around 6000 acres

—

they sold around 3000 acres in acreages of about 20

acres. The acreage sold was the Ijetter land. What

remained is largely composed of rolling land, poor

land [87] from an irrigation standpoint. The com-

pany has abandoned 700 acres to the district. There

are other lands to which the district can take a deed.

There are other lands of the Development Company

at least two years delinquent. The total loss in (op-

erations was $532,911.71. The chart showed this loss.

The net annual losses shown on the chart in evi-

dence includes losses from land sales as Avell as

oi)erating expenses. The land was set up on the

books at the cost or value at the time it was taken

over by the company, and as canals and roads were

])uilt they were added to the various pieces of land,

and if it was sold for more than the book value,

it was given as net revenue, or, if at a loss, of course,

it would show the opposite. Commissions and office

expenses were included. An inventory was taken at

the end of every year. In addition to the $50.00 an

acre average assessment, we have mortgages on the

land and we are still protecting some of the lands.

That was his answer to the question as to whether

or not the land was worth more than the assessnu'iit.

Some of the land has a $20.00 per acre mortgage, in

particular one tract of 1000 acres. There is a bond

loan on 1700 acres amounting to $32,000.00. The

gross mortgages are about $130,000.00. The last

pa}'-ment on interest on mortgage indebtedness was
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in 1933. Since that time there have been payments

represented by releases. The character of the land

in the Modesto district, where the soil and depth of

the soil is the same, is identical. The soil between

Modesto and A¥aterford in the Waterford and Mo-

desto districts is practically the same and it would

average with the best type of soil in this area. The

production in the Waterford and Modesto districts

is practically the same where conditions are the

saiii(\ The main difference is in the burdens against

the land. The good land in the Waterford District

ihni we operate brings in about the same amount of

income as similar lands under similar crojos brings

in the Modesto district. The approximate selling

price was $165.00. [88]

ALBERT CRESSY and ARCH L. TAYLOR
testified as to quotations for Waterford bonds as

shown by the Master's report.

AMOS A. GALT,

member of the committee, testified that he is Presi-

dent of the Bank at Hughson; that he has been in

the banking business 20 years, was president of

the Commercial and Savings Bank of Waterford.

Patronage was aroimd Waterford. Most of the loans

were made to people living in the vicinity of Wa-
terford. The business was transferred to the Mo-

desto Trust and Savings Bank. On January 23, 1933,

the Superintendent of Banks demanded that some
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action be taken, so he sold out to the Modesto bank.

The Modesto bank took over the assets and met the

liabilities to the depositors, but the Waterford

stockholders had to guarantee $20,000 in order to

protect them against losses in liquidating the as-

sets. The bank had a number of mortgages. Some

of them were foreclosed and it looks like some more

of them will have to be taken. Rentals from lands

taken haven't been enough to pay the taxes. The

loans did not exceed 50% of the appraisement. He
said that he would be benefited personally by the

R. F. C. loan. The bank held as much as $11,000.00

in warrants about 1932. Those warrants were paid

in full. He thinks the district is a great deal l)et-

ter off with the irrigation system than without it;

there would ]je a material difference hi the value

and in the production without the irrigation district.

He said that generally in 1932 prices did not equal

tlie cost of production.

WILLIAM RODDEN
testified that he is a banker of Oakdale connected

with the First National Bank and Stanislaus Coun-
ty Savings Bank; that his bank owned bonds of

the Waterford district and that he has control of

other bonds of the Waterford district; that the

loan of 48.82 per cent represents the reasonable

value of the district's bonds; that this was a fair

value in his opinion. He would think that 90%
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of the land not irrigated could not be [89] pre-

pared for irrigation at a reasonable price, it is

too rolling. He thinks that 100<* on the dollar would

be the reasonable value of the bonds of the Oakdale

High School District, the same applies to the bonds

of the Count.y of Stanislaus. He expressed the opin-

ion that the lands in the district, freed of all indebt-

edness, would probably be worth from $30.00 to

$50.00 an acre. He thought, but was not sure, that

the landowners could meet the new schedule of

payment and also pay their mortgages and deeds

of trust. The Waterford district didn 't have enough

water supply to profit by Ladino clover.

R. K. WHITMORE
testified as to the written acceptances of creditors.

WILLIAM LEHMKUHL,
Engineer and Superintendent of the Waterford

district, testified that the district contains 14,110

acres of land along the Tuoliunne River for a dis-

tance of about 16 miles. The width of the district

averages two miles. The district contains 46 miles

of canals and laterals. The water is taken into the

system at points along the canal. The water is car-

ried under contract with the Modesto Irrigation Dis-

trict. He described the bond issues. It would cost

$35,000 to extend irrigation to approximately 1500

additional acres of land. Topography of the district
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in the western portion is level excepting bluffs bor-

dering along the river and Dry Creek. The portion

of the district east of the town of Waterford is roll-

ing excepting in the north arm of the district, which

is quite level, except for some ravines. The remain-

ing portion of the eastern part of the district is all

rolling with small acreas of flat land between the hills.

There are 4,449 aci'es of level land, well located, with

medium soil; 2,928 acres of level land, but po>n'ly

located, with medium soil, and 1,125 acres general

sloj^ing and slightly rolling land, with medium soil.

The total on the assessment roll was 13,237 acres.

The general type of soil in the district is some form

of sandy [90] loam, except 700 acres in the north

which is adobe. The water percolates into the soil

rapidly and drains off, leaching the soil, causing

frequent irrigation and frequent leaching. The gen-

eral elevation of the land is about 100 feet above

the river and about 50 feet above Dry Creek.

^ The area irrigated in 1933 was 5,650 acres. They

generally purchased water from the Turlock Irri-

gation District, ])ut in 1931 and 1934 there was none

available for that purpose. The district has 66 sec-

ond feet of water rights which is the first right in

the Tuolumne River. As to further claims for

appropriations, they have not been adjudicated.

An appropriative right was procured through post-

ing notice in 1913 and yields water usually up to a

date sometime in June, after which the district

nuist rely entirely on its 66 second feet. At the i3res-

ent time the water available is insufficient foi' the
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present devlopment. It would cost $2.50 to $3.00

per acre foot to pmnp water. The average duty of

water over a period of years is 5.5 acre feet per

acre. The number of real estate holdings is shown

by Exhilnt No. 68. There are eight landowners in

thtj district that own 51.6 per cent of the land and

fourteen landowners own 63.6 per cent of all the

land. Map No. 3 shows that on November 1, 1934,

there were 1468 acres that had been deeded to the

district; 1470 acres that were delinquent four years,

having been sold in 1931 ; 4,767 acres that were de-

linquent three years; 5,865 acres delinquent two

years; and 6,561 acres delinquent one year, having

been sold in 1934. Exhibit 72 is the crop report for

1934. The farmers who testified were selected by the

Board of Directors, with the Secretary and the

Engineer. The upper works of the district cost

$74,000.00, to serve an area 3300 acres, of which

only about 168 acres has been irrigated. There is a

1900 foot tunnel in that division. That was a rather

expensive development. Dependent upon the winter

supply the 700 acres of the adobe land referred to

produces an average good crop of rice. [91]

He said that he had placed an item in the budget

for structural replacement work; that they could

^ei along with less by using old lumber and patch-

ing, but that if he was able to get the money which

he asked that it would put the works in very good

shape, and the rest would be just a matter of ordi-

nary repairs. It would be possible to spread this re-
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l)lacement work over a period of years, altboiigli it

would be some extra cost for additional expenditures

of patching, but that has been the procedure for the

past several years. The facts set forth in Exhibit 31,

application of the AVaterford district to the R.F.C.

were prepared to a large part ])y Mr. Lehmkuhl.

The facts set forth were true and correct to the

l^est of his knowledge. He represented it to be when

he drafted the report. As set forth in Exhibit 70,

being a tabulation prepared in 1927 of the estimated

assessments necessary for future years, the esti-

mated rate for 1934 was $7.36 a hundred, which

was estimated to produce $18,500 for maintenance

and operation and $55,600 for bond service. The

actual levy made for that year was $34,000, which

was about $16,000 more than required for mainte-

nance and operation. The total expenditures were

very much less than the levy. The difference is ac-

counted for by the delinquency. In other words the

$34,000 levy was not collected; so in last year the

levy was $43,000 while the amount needed was

$18,000.

The amount actually paid out of the general fund

in 1933 was $15,036.10, ending June 30, 1934. In

1933 the maintenance rate was $3.00 per hundred.

It was higher than it had been in previous years.

Maintenance and operation cost would not vary to

any great extent. The average rate in early years

for general funds was from $1.50 to $2.00 per hun-

dred. Mr. Lehmkuhl stated that spreading the re-



116 George F. Covell, et al. vs.

(Testimony of William Lehmkiihl.)

construction over a period of several years and as-

suming absence of litigation and a delinquency of

not more than 15% and no additional purchase of

water, the tax rate for the general fund would not

need to exceed $2.00 per hundred. The larger hold-

ings were the first to [92] go delinquent and when

they went delinquent that had a remarkable effect

upon the increased rate for the next succeeding year.

He did not think that a farmer was on the average

making a living on a farm smaller than 24 acres.

There are 83 holdings from 10 to 24 acres in the Wa-
terford district. He does not tliink that the 46 that

have farms from 5 to 9 acres can make a living, they

mostly work out to make their livmg. The district

took title to 412 town lots (of the town of Water-

ford), but none of them have buildings on them.

Small holdings are not in default. It is the farming

class that is in default, except as to large holdings

in town.

He then alluded to the soils of the district. Mr.

Lehmkuhl testified that in the area between Tuol-

umne Eiver and Dry Creek, about two miles in

width, the w^ater level was from 17 to 55 feet. He
said that from 7 to 9 feet was ideal for general

crops. He thought the drainage was a gTeat disad-

vantage, the moisture left the soil rapidly and

carried substances away with it, although they have

no alakli. In the Waterford district, it costs so much
to fertilize it doesn't pay. We have some instances

where gypsum or lime and sulphur will last only



Waterford Irr. Vist. 117

(Testimony of William Lebmkulil.)

two or three months. In other districts they last two

years. They irrigated more frequently than in sur-

rounding districts on account of rapid drainage.

Around five irrigations on peach crops. They don't

cultivate as much as they used to. Mr. Lehmkuhl

did not agree that the district could not irrigate

more than 10 per cent of the unirrigated land. He
disagreed with the statement made by Mr. Rodden

in this respect that there is no feasibility of placing

any more land under irrigation under present fi-

nancial conditions, and said that with the present

indebtedness of the district, it could not finance any

further water supply, but if they had additional

w^ater, there is other land that could be irrigated,

and it would be financially and economically good

judgment to place it under irrigation. The [93]

district had looked into the matter of further water

supply, but they found that they could not finance

the project that would be necessary on the Tun]-

umne.

There are 2700 acres of nominally assessed land

of the district which pays only a few cents an acre,

classed as non-irrigable.

The alfalfa used to last longer. Five years is the

limit now; the first crops that were put in lasted

7 or 8 years, and they took 7I/2 tons to the acre a

season. Water is being furnished to all of the land-

owners, regardless of their condition as to the pay-

ment of their taxes, except that those that are de-

linquent four years have received no water since



118 George F. Covell, et al. vs.

>

(Testimony of William Lehmkiihl.)

their four year period was up. In August 1934 was

the first time the district took a deed to those lands,

and since that they haven't received any water.

Some of those lands are not subject to deed, how-

ever, because some of them had made a payment un-

der the Moratorium Act. There are 956 acres sub-

ject to deed. The owners are still in possession of

those parcels. Practically all of that land belongs to

the Waterford Development Company and they are

now trying to finance the taxes, and they also have

had conferences with the Board of Directors and

negotiations are going on with the hopes that the}^

w^ill take uj) the taxes.

The net water duty in the Waterford district is

3.6 acre feet per acre, the net water duty in the

Turlock Irrigation District is 21/2? the gross water

duty in the Waterford district is about a foot and

a half more than it is in the Turlock and Modesto

districts. Mr. Lehmkuhl said that too much irriga-

tion causes leaching of soil. Tree roots in the Water-

ford district go down about 4 feet. Irrigation in

the Waterford district takes the earth moisture

down to the ends of the tree roots, until the end

of the season. It has been found that excessive

water is really harmful. Mr. Lehmkuhl recognized

as authoritative (if a bit old) [94] a book of R. D.

Marsden, on Economy of Farm Drainage, in which

he said that the drained clay neither remains sat-

urated so long nor dries out so thoroughly as be-

fore drainage, but retains a film of capillary water
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about each soil grain, which the gravitational water

passes out and is replaced by air. This is the soil

condition necessary for a healthy growth of the

usual cultivated crops, and so the looser soil is much

more easily worked, and through it the plant roots

spread more freely to a larger supply of nourisli-

ment. The presence of air and the higher temj^era-

ture induce the growth of bacteria that release

certain food elements from insoluble compounds

and make them available for the use of plants. In

this way does drainage increase the fertility of

soils. A drained soil offers a deeper feeding ground

for the plants. Mr. Lehmkuhl did not entirely agree

with the latter part of this. He said that on land

that has been irrigated, it is impossible to grow

a crop of grain, because he said the plant life has

l)een w^avshed out. Also, he agreed with statements

in the publication of the U. S. Department of Ag-

riculture entitled "Drainage of Irrigated Lands in

the San Joaquin Valley," where it is stated that it

is the experience of past irrigation the world over

that drainage and irrigation go hand in hand.

In the district is possibly 2,000 acres that would

be adaptable to Ladino clover. If they had the water

supply, it would be a big help. Also there are some

young trees that haven't come into bearing yet,

134 acres of peaches, 43 acres of almonds, 5 acres

of cherries and 185 acres of walnuts, all non-pro-

ducing young trees. The farui crops in the Water-

ford district are vei-v much diversified. Dairvinff
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is an important industry, and during the past two

years, a considerable area has been devoted to ir-

rig:ated pasture. Some of the principal crops are

deciduous fruits, tigs, grapes, nuts, alfalfa and

beans. Peaches are the principal deciduous fruit.

Crop yields are generally satisfactory. [95] The

depth and fertility of the soil in the district is sat-

isfactory for the growing of practically any crop

grown anywhere in California, with satisfactory

production yields. In the district there is of Fresno

sandy loam, 1400 acres; Fresno fine sandy loam

2100 acres; Oakdale sandy loam 1080 acres; Han-

ford fine sandy loam, 200 acres. Approximately 60%
of the land irrigated in 1933 was Fresno sandy loam.

Of good level land, well located, assessed at $101.00

to $200.00 an acre, there is 4,449 acres. Other land

assessed at $76.00 to $100.00, 2,928 acres. Other land

assessed at $51.00 to $75.00, 1,125 ; $26.00 to $50.00,

1.092; $1.00 to $5., 2711. A filing was made for water

rights on February 27, 1913, for 13,000 inches, and

later, in 1913, for 16,000 inches. It is now generally

understood and agreed by all interested parties,

that the district is entitled to 250 cubic feet per sec-

ond under these filings. This water lasts each year

to sometime in June or occasionally first jDart of

July. A very valuable addition was made to the

water rights when, on Januar}^ 14, 1919, it entered

into an agreement with the Sierra and San Fran-

cisco Power Company to purchase perpetual right

to divert a minimum of 60 cubic feet per second,
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with a maximiuii of 66 cubic feet per second. Since

1930 the Waterford district has augmented its wa-

ter supply by acquiring additional water from the

Turlock Irrigation District. This has been accom-

plished by defraying the expense of pumping into

the canals of the Turlock Irrigation District with

that district's drainage pumps, and diverting an

equal amoimt of Turlock district's stored water,

1)y gi'avity, at La Grange Dam. The cost of this

water is a dollar per acre foot, but this supply is

not assured except by verbal arrangement from year

to year when the water is available.

Last year the district diverted 23,498 acre feet of

water ; in 1933, 31,155. That water at a fair average

is worth a dollar an acre foot. The water right of

the district purchased from the [96] power com-

pany for $170,000.00 is worth more than that amount.

The right in the use of the canals of the Modesto

district cost $254,000.00. Besides that they used

something over $60,000.00 for construction work

that did not come out of bond money, went into

permanent pipe lines, structures, and so forth. The

State Emergency Relief Administration is doing

a lot of canal lining now. In normal years the farm-

er:^ have water from March 15 to October 15. The

first application to the R. F. C. was for $415,000.00.

The district represented to the government that

they would sustain the burden of carrying an ob-

ligation of $415,000.00.
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C. W. QUINLEY,

Secretary, Tax Collector, and Treasurer of the

AVaterford district since 1927 and Assessor since

1931, identified various records and exhibits. Mr.

Quinley thought that if the assessments were re-

duced by the amount that they could be reduced

if this loan were granted, a large numl^er of the

landowners could take advantage of the ten year in-

stallment plan of redemption and pay their taxes.

Some portion of the land he believes would not be

redeemed under any circumstances. He did not

think the rate will be materially different than it

is at the present time. Under the refinancing plan

the rate would be kept at about $4.00. He thinks

they will redeem their land from pyramided taxes,

because they have the hope that they can retain

their ranches and be able to pay the assessments

under the new rate. Up to the time when the district

went under Section 11 of the District Securities

Commission Act, the officers of the district took

every legal means of enforcing payment of assess-

ments. The district has not taken a deed to certain

land to which it can take a deed, because they think

that it may be redeemed. The district considf^red

collecting tolls for water, but abandoned the idea

because there was so much unirrigated land tliat

the district would lose rather than gain revenue by

that plan. [97] As Assessor of the district he has

appraised the lands of the District for four years.

He assessed the land of the Waterford Irrigation

District in 1934 at $1,010,923.00 and this refers to

the land only and not the improvements. He ex-
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plained that he merely tried to equalize assessments

rathf r than follow cash value.

Referring to Exhibit 52, he explained that the

item of $10,878 in the Construction Fund came from

the sale of bonds and is cash on hand. There is

$7,048.56 in the Bond Fund.

In explanation of the entries in this Exhibit with

regard to the assessment sale certificates and as-

sessment lands, he said that the entry for assess-

ment lands represents the amount of assessments

that have been transferred from assessment sales

to the land account for the years in which the deeds

were taken. One year before the district went under

the District Securities Commission Act, they levied

only a partial rate for interest, depending upon pos-

si])le redemption to make up the difference. For the

})ast two years they have levied rates under the

District Securities Commission Act. He verified

the application to the Reconstruction Finance Cor-

poration, and stated that it is true and correct to

tlie best of his knowledge and belief; that the

average assessed valuation per acre of land for

county ad valorem tax purposes in 1929 was $20.70

;

tlie average fair and reasonable value was $60.00.

In 1933, average county assessed value was $16.10;

the average fair and reasonable value was $45.00.
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^lotion for Judgment.

Thereupon petitioner rested and respondents

moved for judgment for insufficiency of the evi-

dence. The motion was denied by the Master and ex-

ception allowed respondents.

Thereupon the respondents put on their case and

called

:

Several farmer witnesses were called and exam-

ined by the respondents and testified as to farming

conditions in the district.

M. R. PITTS

testified that he has been in the title business for 19

years in Stanislaus County. The total amount of

mortgages and deeds of trust against lands in the

district, [98] according to the county records, is

$1,010,612.00, some of which mortgages and deeds

of trust are further secured by lands outside of the

district.

GEORGP] F. COA^ELL

testified that he was one of the respondents, that

he owned certain bonds of the Waterford district.

Drainage is beneficial to deciduous fruit. Ke has

bought and sold irrigation bonds, is familiar with

the market value of irrigation bonds. There are not

many people buying Waterford jionds under the

present conditions. When a district goes into de-

fault and they do not pay their interest, there is

some of these bonds that have been left in estates

and widows' funds, and they are sold for anything
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that tliey can get for them, all the way from a few

cents to above. He has known of irrigation bonds

selling for four and a half cents and the purchaser,

within two weeks, got that much out of the district,

happened to be a little money in the fund, in the

treasury in the district, so it is pretty hard to tell.

He thinks the district will work out and the bonds

are worth at least 90^. He has seen land at Stockton

drop to as low as $2.50 an acre in a depression, and

afterwards raise to $1,000 an acre. He bases the

vahie on the future of the district. He does not

think that California is going to be wiped ofP of the

map. This litigation is very detrimental. Palo Verdes

went down to three or four cents, Terra Bellas

he has seen them listed at four and a half. The di-

rectors don't levy assessments. He thinks he heard

the Supreme Court ask Mr. Hankins the other day

if there wouldn't be a tendency to make members

forget to pay their taxes. South San Joaquin on

their Melones took a 2b% drop after the fund was

tied up here last summer by Mrs. Morris in a law

suit. Bankruptcy has had an effect upon the value

of the bonds, that doesn't affect the real value be-

hind the bonds, because he knows a great many bond-

liolders that are scared to death, afraid they are

goiiiL'' to lose their bonds. The reason that he puts

a 90 cent value on [99] the bonds is because he

thinks the district can pay it out. The worse thing

the district has got is the mortgage debt against

tlieiii, which is paying a much higher rate of in-

terest and it is a pretty serious obligation on the

Waterford district, as quite a number of these wit-
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nesses testified here at this hearing. If the district

should proceed with the progi^am of foreclosure on

its lands, the sale of the lands of the district would

bring in sufficient returns to pay the bonded debt,

no doubt every dollar of it. That would free the

lands also of their mortgage debt.

J. R. MASON
testified that for 20 years he was in the investment

banking business in California, and that he pur-

chased over $50,000,000 of California irrigation,

reclamation and drainage bonds. He stated that the

value of Waterford bonds was lOOf"' on the dollar as

long as the property in the district had a so-called

market value of even as much as $1.00. He says that

although Waterford bonds are quoted nominally at

36 bid, that he knows of other quotations of bonds

of other California irrigation districts where the

bid i)rice offered is 11, although bonds have actu-

ally exchanged hands recently at 90, and that in his

opinion a nominal bid price of an uncurrent inactive

security, such as Waterford bonds, is not a test of

the true value. He also commented upon the influ-

ence of bankruptcy litigation upon the sale of

bonds, and in his opinion Waterford bonds were

w^orth much more than the present offer.
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Petitioner's Exhibits in Evidence,

Certain exhibits were introduced into the evi-

dence at this hearing by the petitioner as follows:

Exhibits 1 to 15. Various pleadings, papers and

dociaiients on tile in the proceeding.

Exhibit 16. Map of the Waterford district.

Exhibit 17. Tabulation of figures showing the

amount that it would be necessary to levy for 1935,

$332,000.00 in assessments, if the le\y were made m
accordance with Section 39 [100] of the California

Irrigation District Act.

Exhibit 18. Eorm of tax receipt used by the dis-

trict.

Exhibit 19. Statement of the Stanislaus County

Auditor showing the tax rate in the county to be

$1.7'J per hundred, and showing also the rate of as-

sessments for the Oakdale High School bonds and

for the Waterford and other school districts wdthin

the Waterford Irrigation District ; showing that the

bonds of these school districts are obligations for

which taxes are levied upon land within the Water-

ford Irrigation District.

Exhibit 20. Chart showing the loss and gain state-

ment of the Waterford Development Company for

the years 1913 to 1933, showing losses in the opera-

tion of lands within the district in the total amount

of $532,911.71.

Exhibit 21. Graph illustrating the losses of the

Waterford Development Company during this pe-

riod.
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Exhibits 22 and 23. Quotation sheets by Elworthy

& Co. quoting prices for Waterford District bonds

from 20 flat on December 28, 1933, to 351/0 flat on

December 12, 1934.

Exhibit 24. Schedule of county taxes and irriga-

tion district assessments from 1924 to 1933 on prop-

erty of various farmers witnesses.

Exhibit 25. Copy of order establishmg the Water-

ford Irrigation District by the supervisors of Stan-

islaus County.

Exhibit 26. Copy of the resolution of the board

of directors of the district authorizing the first bond

issue of $465,000.00.

Exhibit 27. Same with reference to the second

bond issue of $205,000.00.

Exhibit 28. Resolution changing the denomination

of the bonds of the second issue.

Exhibits 29 and 30. Petition for. and order of

California Securities Commission approving a for-

mer plan to refinance the [101] indebtedness of the

district.

Exhibit 31. Application of the Waterford Irriga-

tion District to the R. F. C. requesting a loan of

$415,000.00.

Exhibit 32. Amended resolution of the Recon-

struction Finance Corporation granting the district

a loan of $312,500.00 upon which the present plan

is based.

Exhibits 33 and 34. Transcript of various resolu-

tions, agreements and letters of the district issued

in pursuance of its efforts to refinance.
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Exhibit 35. Order of the District Securities Com-

mission approving the present plan of refinancing.

Exhibits 36, 37, 38, 39, 40, 41, 42. Copies of letters

to the bondholders urging them to accept the plan

and reporting the progress thereof.

Exhibit 43. Resolution of the directors, July 14,

1934. authorizing the filing of the petition.

Exhibit 44. Order of the District Securities Com-

mission authorizing the filing of the petition.

Exhibit 45. Itemized statement of expenses in-

curred in the proceeding.

Exhibit 46. Resolution of the directors of May
13, 1933, requesting the District Securities Commis-

sion to approve a rate of assessment for 1933 of

$4.00 per $100.00 assessed valuation under Section

11 of the California District Securities Act.

Exhibit 47. Order of the Commission approving

said assessment rate for 1933.

Exhibit 48. Resolution of the directors adopted

August 11, 1934, applying to the Commission under

Section 11 for approval of the same rate for 1934.

Exhibit 49. Tabulation shoT\dng the assessments

levied and statement of delinquent tax rolls of the

district. For the year 1934 it showed 511 assess-

ments, the assessed valuation of the land [102] of

the district at $1,010,923.00, the rate of assessment

at $4.00, the amount of the levy $40,436.92. For

the year preceding the figures were—number of

assessments 566, assessed valuation $1,075,003.00,

rate $4.00, amount of levy $43,000.12. delinquent



130 George F. Covell, et al. vs.

last Mdhday in June $24,717.30, or a delinquency

as to 57.5%. The amount delinquent on November

1st, 1934, was $17,662.04. The acreage still remain-

ing delinquent on November 1st, 1934, was 6,561.4

acres. This tabulation also showed that for the

assessment in 1917 the percentage of delinquency

the last Monday in June of the following year was

51.6% ; 1918, 24.8% ; 1919, 3.1% ; 1920, 35.6% ; 1921,

25.7%, ; 1922, 29.37^ ; 1923, 24.2%o ; 1924, 30.8% ; 1925,

1.8%; 1926, 8.6%; 1927, 7.1%.; 1928, 1.4%; 1929,

23.7 %o ; 1930, 21.2% ; 1931, 40.8% ; 1932, 61.2% ; in

1930 the land delinquent on November 1st was 1469.6

acres.

Exhibit 50. Tabulation showing properties deeded

to district. By 1934 the total assessed value of all

property deeded was $107,911.00, the area being

1468 acres, in addition to which there are 956 acres

subject to deed, to which deeds had not been t:iken.

Exhibit 51. Tabulation showing the two bond

issues of the district and the amounts maturing and

delinquent each year. On November 1, 1934, the in-

terest in default was $87,939.43 and the principal

was $65,974.00. This exhibit showed that for the

year 1931 bond principal in the sum of $14,425.00

became due and $14,425.00 was paid.

Exhibit 52. Trial balance sheet of the district for

September 30, 1934.

Exhibit 53. Statement showing cash on hand and

estimated revenues and total liabilities for the year

1934/35.
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Exhibit 54. Copy of resolution of Board of Di-

rectors of Waterford Irrigation District fixing th(^

assessment rate for the year 1931/32. The rate was

fixed at $5.75. It provided for [103] interest that

would fall due upon the bonds of the district, but

made no provision for payment of principal which

would become due during that year.

Exhibit 55. Resolution for the same purpose for

the year 1932/33, fixing the tax rate at $4.50 per

hundred. The resolution declared that it was neces-

sary to raise the sum of $5,763.68 to pay the prin-

cipal of all bonds of the district that had matured

or will mature before the close of the next ensuing

calendar year, and the sum of $13,386.64 to pay the

interest due or that would become due on all out-

standing bonds of the district on the first day of

the next ensuing January and the first day of the

next ensuing July. (An explanation w^as made by

Mr. Quinley to the effect that it was calculated that

moneys received from redemptions would be suffi-

cient in addition to the amount of the assessment

made to pay the interest and bond principal falling

due.

)

Exiiibit 56. Copy of resolution of Board of Di-

rectors of Waterford Irrigation District adopted

September 9, 1933, levying assessments for the year

1933/34. This assessment was made in accordance

with the provisions of Section 11 of the District

Securities Commission Act and not in accordance

with Section 39 of the California Irrigation Dis-

trict Act, and was not calculated to nor did it levy
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an assessment sufficient to pay the interest on bonds

that would become due nor the principal of bonds

that would fall due during the year.

Exhibit 57. Copy of resolution of Board of Di-

rectors of Waterford Irrigation District fixing the

assessment rate for the year 1934/35. the assess-

ment being made in accordance with the provision

in Section 11 of said District Securities Commission

Act and not in accordance with Section 39 of the

California Irrigation District Act, and was \v t cal-

culated to nor did it le^^ an assessment sufficient to

pay interest upon bonds of the district which w<^>uld

mature nor the principal of bonds which woidd ma-

ture during [104] the year for which the assess-

ment was made. The resolution stated that the ag-

gregate assessed value of the property in the dis-

trict, as it appeared on the assessment roll ff-r the

3^ear 1934, is the sum of $1,010,923.00.

Exhibit 58 to 61, inclusive. Affidavits of publica-

tion of delinquent list for the years 1930 to 1933

and delinquent lists for those years.

Exhibit 62, Tabulation showing the original ex-

penditures of the district of the moneys obtained

from its bond issue.

Exhibit 63. Classification of the lands of the dis-

trict.

Exhibit 64. Graph showing a cross section of the

district giving underground water level.

Exhibit 65. Tabulation showing the crops grown

in the district for the years 1919 to 1934, the main

crops being alfalfa, field crops, vines, deciduous
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fruits, nuts, figs, berries, garden, of which nmin

varieties the total irrigated area in 1930 averaged

slightly over 5,300 acres, the remainder of the hnid

being dry pasture or dry farmed approximating

8,000 acres not irrigated. The water diverted each

year in acre feet was in 1930, 25,507; 1931, 18,120;

1932, 32,830; 1933, 31,155; 1934, 23,498. The duty of

water acre feet per acre ranged from 14.3 feet in

1919 down to 4.7 feet in 1924, from where it varicMl

from 3.4 feet in 1931 to a high of 6.1 feet in 1932.

The irrigation season commenced in February and

March and continued to dates ranging from Sep-

tember 17th to October 30th, except for the ye^r

1931, when it ended on August 17.

Exhibit 66. Map No. 2 showing the irrigated area

of the district in 1933, the peak year of irrigation,

there being 5,650 acres irrigated that year.

Exhibit 67. Graph showing the development of

irrigated [105] areas in the district.

Exhibit 68. Tabulation showing the real estate

holdings in the district from 1918 to 1934, the fig-

ures showing 1932, 323; 1933, 336; 1934, 318.

Exhibit 69. Tabulation showing the acreage and

various sized holdings in the district on November

1, 1934, showing that 8 landowners owned 51.6% of

the land; 14 lando^vners owned 63.6% of the land.

It also showed that of the 318 holdings that year

one had 1614 acres, two had 1468 acres, three had

1338 acres, tlie eight largest having an averaere

acres of 885. Also that 83 had 17.6; 46 had 6.7: ^5
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had 2.2 and 13 had 0.5 acres; that there were 76

town lots inchided in the total of 318.

Exhibit 70. Tabulation showing the payment that

would become due under the old bond issue upon

final maturity and the necessary taxe rate assuming

a 15% delinquency.

Exhibit 71. Map No. 3 showing in color the con-

dition of delinquency on March 1, 1934.

Exhibit 72. District crop report for 1934. It

showed the county valuation of district lands at

$356,858.00, general county tax rate at $1.20, gen-

eral county taxes on district lands at $4,282.29. in

addition to which it showed the school district taxes.

It also showed the district assessed value at $1,010.-

923.00. It showed rental from district owned land

at $2,925.00, no income from sales of district land;

it showed the total value of crops for the year 1934

at $221,391.40, which the Engineer explained did not

include dairy production, as this was considered an

industry, not a crop production.

Exhibit 73. Tabulation showing the estimated

amount required for operation, maintenance and

replacement for July 1, 1934 to July 1. 1935.

Exhibit 74. Tabulation showing the same for the

calendar year 1935. [106]

Exhibit 75. Tabulation showing the assessments

that have been levied and paid in the sum of $320,-

774.01 on land which had never been irrigated.

Exhibit 76. Two certificates of extension of es-

crow bv two bondholders.
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Exhibit 77. Certificate by escrow agent setting

forth a list of creditors represented by the Ameri-

can Trust Company.

Exhibit 78. Photostatic copy of a bond of the first

issue of the district, in the following form:

"UNITED STATES OF AMERICA
State of California

Number $500

21

WATERFORD
IRRIGATION DISTRICT

First Issue

The Waterford Irrigation District, of Stanislaus

County, State of California, an irrigation district

duly organized and existing under and in pursuance

of the laws of the State of California, is indebted

to, and promises to pay to the bearer hereof, for

value received, the sum of

FIVE HUNDRED DOLLARS,
on the first day of January. A. D. 1931 witli inter-

est thereon from the date hereof, until paid, at the

rate of six per cent per annum, payable semi-annu-

ally, on the first day of January and July of each

year. Said principal sum and interest are payable

only in Gold Coin of the United States of America

at the office of the Treasurer of said district, the

same being at Waterford, in the County of Stanis-

laus, State of California, and said interest is pay-

able only on presentation and surrender of the

proper interest bearing coupon thereto attached.
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This bond is one of an issue, being the first of

the bonds of the Waterford Irrigation District, of

936 bonds, numbered [107] consecutively from 1 to

936. of which 917 bonds are each for the sum of

$500.00, 1 for the sum of $550.00, 2 each for the

sum of $575.00, 2 each for the sum of $100.00, 2

each for the sum of $150.00, 1 for the sum of $200.00,

1 for the sum of $250.00, 1 for the sum of $300.00,

2 each for the sum of |325.00, 5 each for the sum

of $400.00, and 2 each for the sum of $450.00,

amounting in the aggregate to $465,000.00, which

bonds are issued in Twenty Series, each series be-

ing payable at the time and in the amount pre-

scribed by statute.

This bond is issued by authority of an act of the

legislature of the State of California, approved

March 31st, 1897, entitled, 'An Act to provide for

the organization and government of irrigation dis-

tricts and to provide for the acquisition or con-

struction thereby of works for the irrigation of

lands embraced within such districts, and, also, to

provide for, the distribution of water for irrigation

purposes,' and of the acts amendatory thereof and

supplementary thereto, and pursuant to a vote of

the electors of said district at an election duly

called and held therein in conformity with the

requirement of said statute.

It is hereby certified, recited and declared, that

this bond is issued in strict conformity with the

constitution and statutes of the State of California,

and of proceedings of the said irrigation district
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authorizing the same and tliat all acts, conditions,

and things required to exist, happen and be per-

formed precedent to and in the issuance of this bond

have existed, happened and been performed in reg-

ular and due tiiue, form and manner as I'equired by

law; and this bond, together with all the other in-

debtedness and obligations of said irrigation district,

does not exceed any limit prescribed by the consti-

tuton or statutes of said State.

IN WITNESS WHEREOF, the said Waterford

Irrigation District [108] has caused this bond to be

signed by the President and Secretary, and the seal

of its Board of Directors to be affixed hereto, and

has caused all of the coupons hereto, to be signed

by the Secretary, and said Secretary has caused

his signature to be lithographed upon all of said

coupons and hereby adopts said lithographic signa-

ture as his own.

Dated at Waterford, California, the 1st day of

January, 1917.

WATERFORD IRRIGATION
DISTRICT,

By J. L. Pverey

Attest

:

[Seal] C. C. Horsley

President.

Secretary.
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STlTE CONTROLLER'S CERTIFICATE.
Sacramento, California

Feb 21 1917

I, JOHN S. CHAMBERS, Controller of the

State of California, hereby certify that the within

bond No. 21 of the First Issue of the Waterford

Irrigation District, issued Jan. 1, 1917, is, in ac-

cordance with an act of the Legislature of Califor-

nia, approved June 13, 1913, a legal investment for

all trust funds and for the funds of all insurance

companies, banks, both commercial and savings,

trust companies, the state school funds and any

funds which may be invested in county, municipal

or school district bonds, and it may be deposited

as security for the performance of any act when-

ever the bonds of any county, city, city and county,

or school district may be so deposited, it being en-

titled to such privileges by virtue of an examina-

tion by the state engineer, the attorney general

and the superintendent of banks of the State of

California in pursuance of said act.

The within bond may also, according to the Con-

stitution of the State of California, be used as

security for the deposit [109] of public money in

banks in said State.

JOHN S. CHAMBERS
Controller of the State of California'^

Exhibit 79. Photostatic copy of a bond of the

second issue of the district.
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Exhibit 80. Coinnninication from Emil Sellram

of the Reconstruetion Finance Corporation exti^nd-

ing the time of the loan to January 31, 1935.

Respondents' Exhibits in Evidence.

Certain exhibits were introduced into evidence by

the Respondents, as follows:

Exhibits A and B. Reconnaissance Soil Survey of

the lower San Joaquin Valley together with map.

The map is a soil map showing the character of the

soil in the Waterford District and surrounding

country.

Exhibit C. Report by the District Securities Com-

mission showing the crop report for 1933, total crop

produced for that year being $154,308.00 for com-

parison with Exhibit 72 of the petitioner.

Exhibit D. Statement from the Stanislaus County

Auditor's office showing the outstanding bonded in-

debtedness of the county and of various school dis-

tricts overlapping Waterford Irrigation District, as

follows: County Highway bonds, $971,000.00; Oak-

dale High School bonds, $24,000.00; Waterford

School District bonds, $16,000.00; Empire Union,

$39,500.00; Robert Ferry Union, $1,000.00.

Exhibit E. Bulletin 21 of the Division of Water

Resources of the State of California, page 177,

containing a short history of the Waterford Irri-

gation District dated 1929, as follows:
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*' History—This is one of the few active irrigation

districts in California that have been promoted

chiefly by large landowners. The indi^^dual who was

most active in its formation controlled some 6000

acres. He had been a member of the board of di-

rectors of Modesto Irrigation District during [110]

the early years of the use of water there, and his

experience there showed him the advantage of

changing over from dry farming to irrigation farm-

ing. The lands included are susceptible of irriga-

tion from Modesto Canal, and when Modesto Dis-

trict was foraied proposals were made to include

these lands in that district, but this was not done.

Obviously, the chief difficulty in connection with

making a successful project of Waterford District

was acquirement of a water sujojoly. Prior rights of

Modesto and Turlock irrigation districts and of

San Francisco in connection with its municipal sup-

ply apparently left only flood waters of Tuolumne

River available to the new enterprise.

A filing of 13,000 inches measured under a 4-inch

pressure was made on behalf of the contemplated

district February 27, 1913. and conveyed to the dis-

trict after organization. Later, on November 13.

1913. the district made an additional filing of 16.000

inches. Both of these were prior to the effective

date of the "Water Conmiission Act of 1913. and

they both covered only flood waters, or at least

waters available at La Grange Dam in excess of

diversions ]>y ^lodesto and Turlock Irrigation dis-

tricts. A verv valuable addition was made to the
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water rights of the district when, on January 14,

1919, it entered into an agreement with Sierra and

San Francisco Power Company to pnrchase from

that company for $170,000 a perpetual right to

divert a minimum of 60 and a maximum of 66 eu.

ft. per sec. belonging to the old La Grange mining

ditch, this being the first right on the river. This

right is subject to certain rights for La Grange

and vicinity, not to exceed 6 cu. ft. per sec. for a

6 months' period. Certain matters connected with

the amount of the reservation for La Grange mid

vicinity, as well as other minor features of the

contract with Sierra and San Francisco Power

Company, are involved impending [111] litigation

with Modesto and Turlock irrigation districts.

Next to acquiring a water right, the chief prob-

lem of Waterford District was to bring the fluod

waters appropriated to the lands to be irrigated.

An arrangement by which Modesto Irrigation Dis-

trict should transport this water was the obvious

solution, and arrangement to that end was made

through friendly suit against Modesto Irrigation

District under Chapter 429, Statutes of 1915. This

act amended section 1240 of the Code of Civil Pro-

cedure to permit one irrigation district to condemn

property of another irrigation district when not in-

consistent with its use by the latter. Acting pursu-

ant to law, it was planned that the Railroad Com-

mission should fix the price to be paid in this C'-^n-

demnation, but before the suit came to trial the two
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districts reached an agreement, and for a consid-

eration of $254,000 Modesto Irrigation District

agreed to enlarge and line the upper portion of its

canal, and to convey to Waterford District a per-

petual carrying right in such canal. The two dis-

tricts share operation and maintenance costs in pro-

portion to the amounts of water carried. Subse-

quent to entering into this agreement, that is, Au-

gust 31, 1916, Waterford Irrigation District sup-

plied itself with funds by voting bonds in amount

of $465,000, and used the proceeds to pay Modesto

District and to build a system of laterals.

Some water was diverted in 1918, but the first

complete year operation was in 1919, when about

15.400 acre-feet was used on 1023 acres. It was sub-

sequent to this that, as previously indicated, the

district purchased the old La Grange ditch right

from Sierra and San Francisco Power Company.

At the time of the construction of Don Pedro Dam,

Modesto and Turlock districts succeeded to the

rights of Sierra and San Francisco Power Com-

pany under its agreement with Waterford [112]

Irrigation District.

Waterford Irrigation District, after building its

lateral system, has gone forward with its develop-

ment, and in 1927 some 45 per cent of the net

irrigable area was imder irrigation.

Soils and topography—Waterford District lies

mainly in the lower rolling foothills. Immediately

about Waterford the soils are Fresno sandy loams,

similar to adjacent lands in Modesto Irrigation
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District. The main soils in the district, however,

are classified as Altamont loams and clay loams

and Altamont sandy loam. The district is practic-

ally separated into eastern and western parts by

Warner-Dallas Reservoir of Modesto District. The

eastern part extends from the upper main canal of

Modesto District to the bluffs above Tuolumne

River. Here the land is rolling, but it becomes flatter

adjacent to Modesto District west of Waterford.

The elevation at Waterford is 170 feet. Because

of ample natural drainage, artificial drainage is not

required. The land in the district most suitable for

irrigation is already under irrigation.

Development—In 1927 there were 325 individual

farm holdings, but there was still one large holding

of 2687 acres. In the flatter lands alfalfa is the

principal crop, but more than one-third of the en-

tire area is in fruit-tree plantings, mainly decidu-

ous. Being more favorably situated as to frost

than the valley land, a wide range of truck niid

horticultural products are grown. For instance, the

1927 crop report shows eight varieties of grapes,

six different deciduous fruits, three varieties of

figs, walnuts, almonds, persimmons, nursery stock,

and ten different field and truck crops. The entire

area can be reached with the present irrigation

system.

The total population of the district is about 800,

of whom [113] about 220 are in the to^^m of Water-

ford. A paved highway connects Waterford with

Empire and Modesto. The land in the district is
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assessed for city and county purposes at approxi-

mately $750,000.

Water supply—The nature of the water rights

of the district was mainly set forth under 'His-

tory.' The engineer of the district estimates that

the annual requirements are about 45,000 acre-feet.

Since 1919 the amounts diverted for the district

have ranged from 15,443 acre-feet, in that year, to

29,438 acre-feet, in 1927. The Division of Water

Rights has recently allowed an application of Water-

ford Irrigation District for water stored on the

Tuolumne River system by San Francisco, on the

theory that such water is foreign water and sub-

ject to appropriation. Modesto and Turlock dis-

tricts have refused to recognize this allow^ance and

a suit has recently been filed in an attempt to

establish this right.

Works—Waterford District diverts from Mo-

desto Canal, first, near lower Dominici Gidch about

15 miles east of Waterford, and again, above the

Davis drop, about one mile east of the main outlet

of Warner-Dallas Reservoir. The district operates

40.25 miles of unlined and 1.5 miles of lined canals ;

also 1.50 miles of concrete pipe line 12 inches to

42 inches in diameter.

Including the amount paid to Modesto Irriga-

tion District for enlargement of Modesto Canal and

for carriage rights, and the amount paid for the

La Grange mining ditch water right, Waterford

District had expended to December 31, 1927, $696,-
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651.57 on capital investment. Of this, all but $50,017,

raised by general district assessment, was obtained

from bond issues.

Use and delivery of water
—

"Water is served on

a rotation basis, the land receiving an irrigation

about every 20 days. [114] Measurements of deliv-

eries to individuals are not made, but a record is

kept of the amount diverted from the canal, and

this has been referred to. The gross duty of water

in acre-feet per acre for the past three years has

been as follows: 1925, 5.77; 1926, 5.14; 1927, 6.05.

Since the district has no storage, the amounts avail-

able in dry years may not exceed, during part of

the season, the 60 cu. ft. per sec. obtained under

the La Grange mining ditch right, and in such cases

use will be materially restricted. Heretofore, there

has been no incentive to conserve water, but if the

area irrigated is to be increased, the present use on

the land will need to be materially decreased. In

this connection it should be remembered that Water-

ford District has been delivering water less than

10 years.

Waterford District does not undertake to deliver

water beyond its main skeleton system, leaving it to

the landowners to make necessary connections.

Bonds—Two bond issues have been put out, total-

ing $670,000. Bonds amounting to $4,375 have ma-

tured and have been paid to January 1, 1928, leav-

ing $665,625 outstanding. Other bonds oustanding

against lands in the district total about $49,000 as
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follows: elementary and high school bonds, $30,000;

general county bonds, $19,000.

Assessments and water tolls—All income in the

district is derived from district assessments. Land

is assessed for district purposes at its cash value.

A strip one-half mile around Waterford is assessed

at $200 per acre, but the usual rate within the dis-

trict is $120 per acre, with a low limit of $5 per

acre. Land within the to^^^Isite of Waterford was

assessed in 1927-28 for $59,671. The total assessed

valuation for district purposes in 1927-28 was

$1,069,751, the amount levied for 1927-28 boin^

$66,69^. During the past five years [115] the annual

assessment rate per $100 of valuation has ranged be-

tween $4.95 and $5.30."

Exhibit F. List of mortgages and deeds of trust

of record against lands in the Waterford Irrigation

District, the Master permitting M. R. Pitts of the

Pitts Title Company to testify that the total amount

was $1,010,612.00.

Exhibit G. Letter from George F. Covell. re-

spondent, explaining his opposition to the plan.

Exhibit H. Report of the County Agricultural

Extension Service showing the value of the crops

for 1934 in Stanislaus County being $22,546,655.00,

an increase of over $2,000,000.00 over 1933 and over

$5,000,000.00 over 1932.

Certain Objections by Respondents.

Upon the commencement of the introduction of

testimony by petitioner, the respondents made ob-

I
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jection to the introduction of any testimony upon

the grounds set forth in the answer, namely, the

unconstitutionality of Section 80 and the unconsti-

tutionality of Assembly Bill 12 of the Extra Session

Laws of 1934, of the Legislature of the State of

California, and upon the grounds that the petition

does not state facts sufficient to constitute a good

and sufficient petition. These objections were over-

rided by the Master and an exception allowed to re-

spondents.

Also at the conclusion of the testimony introduced

by the petitioner, the respondents made a motion

for judgment, based upon the insufficiency of the

evidence. This motion was denied by the Master

and the exception of the respondents was al-

lowed. [116]

Master's Report.

At the conclusion of the testimony before the

Special Master, the matter was submitted to him,

and he made his report to the court May 15. 1935.

In the Master's report, he held that Section 80

of the Bankruptcy Act was constitutional and then

reviewed the facts which he stated were established

to his satisfaction. A summary of this review fol-

lows:

The greatest area under irrigation in any year

was 5,650 acres out of a total of 14,110 acres. The

District put out two issues of bonds. The water

right purchased with part of the proceeds of the
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second bond issue is the principal right upon which

the district depends for water. The district has

other water rights which are of a secondary nature

and relate principally to flood waters, and the

water from such source ceases about June of each

year. The district also purchases water from the

Turlock Irrigation District, but during very dry

seasons this source cannot be depended upon. The

Western portion of the district is good level land,

but the Eastern part is rolling. Only about 40 per

cent of the land is suitable for irrigation. The prin-

cipal character of the soil is sandy loam. The level

portions compare very favorably with that of the

highly successful neighboring districts of Modesto

and Turlock. The drainage situation is not alto-

gether favorable. While good drainage is consid-

ered an advantage to irrigated areas, in the case of

Waterford it is detrimental, for the district lies

between the Tuolumne River and [117] Dry Crrok

and, owing to the sandy soil, the water percolat('^^

freely and the soil dries out rapidly, requiring a

greater quantity of water for irrigation and ex-

pensive fertilization.

Owing to the insufficiency of the water supply, to-

1

gether with the rapid drainage and the large acre-

age which it would be economically unsound to irri-

gate, the District has been adversely affected in

its development for a number of years past. Great

efforts to colonize were made, but sales fell off since

1931, due to the increasing taxes and competitimi

from other districts.



Waterford Irr. Dist. 149

The Master referred to the fact that the District

lias operated for two years under Section 11 of the

California Districts Securities Commission Act,

under which the annual assessments of the District

may be such as it will reasonably be possible for

the lands in the District to pay without exceeding

a delinquency of 15 per cent and that such assess-

ments have been levied with the approval of the

Commission, but he pointed out that at the expira-

tion of the Act, it would again become necessary

to make the full levies provided by Section 39 of

tlie California Irrigation District Act.

The Master stated that he felt that the "patient"

liad gotten beyond the possibility of relief from

"palliatives" and could only be cured by a "major

operation" such as is proposed in the plan, and

that abundant testimony was produced to show the

very serious financial stress of the District; that

the testimony was most convincing that the land is

not now or will in the future be able to pay the

assessments necessary to retire the present bond

issues with accruing interest; that typical farmer

witnesses had portrayed graphically the plight of

the landowners, telling of earnest but futile effort

to make a living from their lands and carry the

bui'den of assessments of the District.

The Master stated that he was convinced that

an increase in assessment such as would be neces-

sary to retire the bonds with [118] interest would

be prohibitive and would result in wholesale aban-
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donment of lands in the District by their owners

and bring a complete collapse of the District's

finances, adding "It appalls one to imagine the dis-

tress that would ensue if these consequences were

permitted to take place." He specified damage to

the physical structures of the District and loss to

the holders of the bonds as among these conse-

quences.

He commented upon the fact that the District had

endeavored for a considerable time to work out its !

financial salvation through a refunding plan, but

had been mi able to obtain sufficient acceptances on

the part of the holders of the District's bonds, and

he was of the opinion that the present plan offered

the only hope. It provides for a reduction of the

bonded indebtedness to $312,500, with interest at the

rate of 4 per cent per annum, which might possibly

be lowered to 3 per cent under a bill pending in

Congress. He said that it is reasonably possible for

the District to emerge successfully under this plan

to a sound financial basis.
|

The Master reviewed the testimony of various

witnesses as illustrative of the necessity for the

early approval of the plan.

The Master referred to the evidence offered as

to the market vahie of the bonds, showing that

these bonds were quoted by dealers at certain prices,

but he commented that these bonds were not listed

on any regular exchange and, as there was no gen-

eral market for the bonds and but few sales, he did
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not consider the evidence of great weight, except as

showing the general public appraisal of their mar-

ket worth.

After reviewing the testimony and exhibits and

the procedure for the dej^osit of bonds for accept-

ance of the plan and the requirements of the loan

to be made by the Reconstruction Finance Corpora-

tion, the Master reported that all necessary action

by the District with resi)ect to the loan had been

taken and approval had been granted by the Cali-

fornia Districts Securities Commission [119] both

to the plan of readjustment and to the budget of

expenses for refinancing and that the bondholders

had been fully informed from time to time of the

progress of the refinancing operations.

The Master stated that the District had ])ecome

subject to the jurisdiction of the California Dis-

tricts Securities Commission in 1933 and had pro-

ceeded in accordance with its orders since that time

in the matter of levying assessments, and that the

Commission had required that all moneys derived

from the assessments levied be paid into the Gen-

eral Fund regardless of the fact that the Board of

Directors had allocated certain portions to bond

service, any such allocation being considered as

made for budgeting purposes.

He then gave a tabulation showing that the plan

had been approved by creditors holding a total of

72.73 per cent of the outstanding indebtedness.

Then the Master reviewed certain questions of

law, reporting his conclusions that Section 80 is
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constitutional; that all of the creditors are of one

class; and, without determining whether the Dis-

trict was insolvent within the provision of Section

80, that it was unable to meet its debts as they

matured. On the latter point he said:

"Counsel for Respondents ably argued that

exhibits introduced by Petitioner show that the

assets of the District exceed the amount of the

outstanding indebtedness and therefore the Dis-

trict is not insolvent within the meaning of Sec-

tion 1, Paragraph 15, of the Bankruptcy Act.

However in the opinion of the Master the Dis-

trict comes within the terms of the alternative

provision that it is unable to meet its delfts

as they mature."

Touching upon the application of funds on hnud,

the Master was of the opinion that under instviK*-

tion from the California [120] Districts Securities

Commission, all assessments were properly placed

in the Greneral Fund and not in the Bond Principal

or the Bond Interest Fund, and that consequently

all funds on hand must be deemed to be in the

General Fu.nd and not subject to call for either

matured bonds or interest coupons.

The Master referred to the bond issues of other

taxing agencies within the boundaries of Waterford

Irrigation District, including the bonds of the

County of Stanislaus, but he declined to consider

this evidence for the reason that these bond issues

were not debts of Waterford Irrigation District,
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particularly as the District did not create the m-

debtedness and Section 80 of the Bankruptcy Act

concerns only creditors of the taxing district.

Referring to the question of the fairness of the

jDlan, the Master declared that, considering all of

the conditions confronting the District, from the

general economic point of view as well as its inhe-

rent fundamental inadequacies, the sum of 48.82

cents per $100 is the fair and reasonable present

value of the bonds and that a failure to consum-

mate the plan w^ould result in a substantially lower

value for the bonds ultimately.

The Master further reported that the petition

stated facts sufficient to entitle Petitioner to relief

under Section 80; that the plan of readjustment was

within the purview^ of the Act, and then reviewed

the proceedings subsequent to the filing of the peti-

tion and held them sufficient.

From the foregoing, the Master reported his con-

clusions as follows:

~ (1) That said plan of readjustment of the debts

of said district is fair, equitable and for the best

interests of the creditors, and that it does not dis-

criminate unfairly in favor of any class of cred-

itors.

(2) That said plan does comply with the provi-

sions of subdivision (b) of Chapter IX of said

amendment to the bankruptcy [121] act.

(3) That said plan has been accepted and approved

as required by the provisions of subdivision (d)



154 George F. Covell, et al. vs.

of said Chapter IX of said amendment to the Bank-

ruptcy Act.

(4) That all amounts to be paid by the taxing

district for services or expenses incident to the re-

adjustment have been fully disclosed and are rea-

sonable.

(5) Tliat the offer of the plan and its acceiDtanee

are in good faith.

(6) That the taxing district is authorized by law,

upon confirmation of the plan, to take all action

necessary to carry out the plan.

He then reported with reference to his fees and

expenses and appended a list of the papers handed

to the court.

Exceptions to Master's Report.

Thereafter and within 20 days after the filing of

the Master's report, said respondents served and

filed their written exceptions to the report of the

Special Master. These exceptions were twelve in

number and while the}^ were in greater detail and

in greater length, the following is a brief summary

and description of those of which the respondents

make a point upon this appeal:

SECOND EXCEPTION. That the objection to

the introduction of any testimony upon the grounds

that Section 80 is unconstitutional and that Chapter

IV, Extra Session Laws of 1934 of California, is un-

constitutional, and for the reason that the said act

of the State of California does not confer jurisdic-
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tion upon said court, and for the reason that the

petition does not state facts sufficient to constitute

a petition under the terms of Section 80 of the

Bankruptcy Act of 1898, should have been sustained.

Under this objection the respondents referred to

their motion to dismiss and their answer, setting

forth the constitutional objections to the jurisdiction

of the court.

THIRD EXCEPTIOX. That the motion for

judgment at the con- [122] elusion of petitioner's

case for insufficiency of the evidence should have

been sustained.

FIFTH EXCEPTION. That the Waterford Ir-

rigation District was not shown and is not a bank-

rupt within the meaning of bankruptcy as defined

by the Constitution and laws of the United States.

In this exception the respondents referred to their

claim that the assets of the bankrupt exceed the

liabilities; that Exhibits 54, 55, 56, and 57 show

that the district never levied assessment rates suffi-

cient to cover the bond service obligations of the

district and that the bankrupt's failure to perform

the duties and obligations imposed by Section 39

of the California Irrigation District Act is a form

of constructive fraud. Under this exception the

point was also raised that the district is operating

under Section 11 of the California District Securi-

ties Commission Act.

SIXTH EXCEPTION. That the plan is unfair,

inequitable, and not for the best interests of the
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creditors and that it discriminates in favor of cer-

tain classes of creditors.

SEVENTH EXCEPTION. That the bonds of

overlapping taxing districts shonld be considered as

relevant.

EIGHTH EXCEPTION. That the mortgages and

deeds of trust against the lands of the district

shonld be considered as relevant.

NINTH EXCEPTION. That the plan does not

provide for the api^lication of trust funds to re-

spondents' claims.

TENTH EXCEPTION. That the plan was not

presented in good faith because overlapping bonds

of other districts are not scaled down, mortgages

and deeds of trust are not scaled dow^n, the assets

of the district exceed its liabilities, the district can

take advantage of Section 11 of the District Secur-

ties Commission Act, and for other reasons.

ELEVENTH EXCEPTION. That Section 80

and its application to the facts of this case vic^latos

the Constitution of the United [123] States, and

the court is without jurisdiction to enter a deci'ee

herein, as particularly specified in the motion to

dismiss.

TWELFTH EXCEPTION. That the district is

not authorized by law to carry out the plan, specify-

ing constitutional objections detailed in the answer

and motion to dismiss with respect to the enabling

act of the State of California.
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Master's Report Affirmed.

On the 24th day of June, 1935, the Master's Re-

port and the exceptions of the respondents thereto

were submitted to Hon. Harold Louderback of San

Francisco, California, upon written briefs submitted

by both 23arties, and order of submission having

been made, the Clerk entered a minute order on the

3rd day of July, 1935, as follows:

"Special Master's report and exceptions

thereto having been submitted and being now

fully considered, it is ordered that the said

report be and the same is hereby affirmed and

exceptions thereto are hereby overruled. Fur-

ther Ordered that fees of Special Master shall

be determined by Court at hearing to be had

thereon, said hearing to be noticed to all parties

interested."

Motion for Continuance and to Amend
Minutes Nunc Pro Tunc.

On January 29th, 1936, joetitioner presented to

the court a petition of said district for an order

continuing said proceeding in effect to and until

the 24th day of May, 1936. unless said proceeding

should be sooner terminated by final decree entered

therein. Notice of presentation of the petition was

waived by the respondents. There was presented

therewith consent in writing to such continuance by

creditors of said district holding more than one-

half in amount of all claims affected by said plan.



158 George F. Covell, et al. vs.

An order relating thereto was thereafter made by

the court.

At the same time there was presented to the court

on behalf of the petitioner a petition for an order

amending the minutes of the court and authorizing

the entry of Findings of Fact and Con- [124] elu-

sions of Law and Formal Decree as of July 30,

1935, and thereafter an order in relation thereto

was made by the court.

STIPULATION.
It is hereby agreed and stipulated by and between

appellants and appellee that the within and fore-

going statement of the case and narrative statement

of the evidence at the hearing before the Special

Master may be allowed and approved and the same

ordered filed as the statement of the case, includ-

ing the record and all evidence produced, to be in-

cluded in the record on appeal in the above entitled

cause from the findings and decree confirming the

plan, all in accordance with the provisions of Equity

Rule 77.

Dated this 18th day of March, 1936.

W. COBURN COOK
Attorney for Appellants, George F.

Covell, George H. McKaig, David F.

Selby, E. A. Covell Nellie L. Covell,

N. O. Bowman, Alice Dennett and

Eleanor Dennett.

HANKINS & HANKINS
Attorneys for Appellee, Waterford

Irrigation District.
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ORDER.
It is so ordered.

Dated this 19th day of March, 1936.

HAROLD LOUDERBACK
United States District Jiids^e

[Endorsed]: Filed Mar. 20, 1936. [125]

PRAECIPE.

To the Clerk of the above entitled Court

:

Please prej)are in the above cause a transcript

of the record to be transmitted to the United States

Circuit Court of Appeals of the Ninth Circuit in

pursuance to the appeal heretofore taken in said

cause by all those certain parties named in the first

paragraph of the petition for an order allowing

appeal, which has been filed in this cause, being the

same parties who are represented by the under-

signed attorney, and include therein the following:

~ 1. Agreed Statement for Appeal.

2. Findings of fact and Conclusions of Law.

[126]

3. Petition for and Order Allowing Appeal.

4. Assignment of Errors.

5. Citation on Appeal.

6. Clerk's Certificate to Record.

7. Bond on Appeal.

8. Order continuing Proceeding in Effect.

9. Order Amending Minutes of the Court and

Authorizing entry of Fmdings of Fact and
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Conclusions of Law and Formal Decree as of

July 30, 1935.

10. Decree confirming plan of readjustment,

Authorizing and Directing Procedure for

Consummation of said Plan, and Enjoining

Attempts to Enforce Claims for or Under

Outstanding Bonds except in accordance

with said Plan.

11. Praecipe.

Dated : March 19, 1936.

W. COBURX COOK
Attorney for Respondents and object-

ing creditors named in the above peti-

tion for order allowing appeal.

Receipt of copy of the foregoing admitted this

19th day of March, 1936.

Counter praecipe is hereby waived.

HANKINS & HAXKINS
Attorneys for Appellee.

[Endorsed]: Filed Mar. 19, 1936. [127]

CERTIFICATE OF CLERK U. S. DISTRICT
COURT TO TRANSCRIPT OX APPEAL.

I, Walter B. Maling, Clerk of the United States

District Court for the Xorthern District of Cali-

fornia, do hereby certify that the foregoing 127

pages, numbered from 1 to 127, inclusive, contain

a full, true and correct transcript of certain records
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and proceedings in tlie matter of Waterford Irriga-

tion District, No. 5552 in Bankruptcy, as the same

now remain on file and of record in this office ; said

transcript having been prepared piusuant to and

in accordance with the praecipe for transcript on

appeal, copy of which is embodied herein.

I further certify that the cost of prej)aring and

certifying the foregoing transcript on appeal is the

sum of Eighteen and 70/100 ($18.70) Dollars, and

that the same has been paid to me by the attorney

for the respondents and objecting creditors herein.

Annexed hereto is the original citation on appeal.

In Witness Whereof, I have hereunto set my
hand and affixed the seal of said District Court, this

21st day of March, A. D. 1936.

WALTER B. MALING, Clerk

[Seal] By F. M. LAMPERT, Depaty Clerk.

[128]

[Title of Court and Cause.]

CITATION.

UNITED STATES OF AMERICA, ss.

TO THE WATERFORD IRRIGATION DIS-

TRICT, PETITIONER IN THE ABOVE EN-

TITLED PROCEEDING, AND TO ALL ATTOR-
NEYS AND SOLICITORS OF RECORD OF
SAID PARTY:
You are hereby cited and admonished to be and

appear at a session of the United States Circuit



162 George F. Covell, et al. vs.

Court of Appeals for the Ninth Circuit, to be held

at the City of San Francisco, in the State of Cali-

fornia, on the 8th day of April, 1936, pursuant to

the appeal duly obtained and filed in the office of

the Clerk of the above entitled court and in the

above entitled cause, in which said appeal the fol-

lowing persons are appellants : [129] George F. Cov-

ell, George H. McKaig, E. A. Covell, Nellie L.

Covell, N. O. Bowman, Alice Dennett and Eleanor

Dennett, and in which said appeal the Waterford

Irrigation District is appellee, and you are re-

quired to show cause, if any there be, why the de-

cree in said appeal mentioned should not be cor-

rected and speedy justice should not be done to the

parties in that behalf.

WITNESS, the Honorable Harold Louderbaek.

United States District Judge, for the Northern

District of California, this 9th day of March, 1936,

and of our independence the 160th.

HAROLD LOUDERBACK
United States District Judge.

Receipt of a copy of the within citation is hereby

admitted this 14th day of March, 1936.

HANKINS & HANKINS
Attorneys for Waterford

Irrigation District.

[Endorsed]: Filed Mar. 19, 1936. [130]
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[Endorsed]: No. 8141. United States Oirenit

Court of Appeals for the Ninth Circuit, George F.

Covell, George H. McKaig, E. A. Covell, Nellie L.

Covell, N. O. Bowman, Alice Dennett and Eleanor

Dennett, Appellants, vs. Waterford Irrigation Dis-

trict, Appellee. Transcript of Record. Upon Ap-

peal from the District Court of the United States

for the Northern District of California, Northern

Division.

Filed March 23, 1936.

PAUL P. O'BRIEN,
Clerk of the United States Circuit Court of

Appeals for the Ninth Circuit.
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In the United States Circuit Court of Appeals, for

the Ninth Circuit.

No. 8141.

In the Matter of

WATERFORD IRRIGATION DISTRICT,

An Insolvent Taxing District,

GEORGE F. COVELL, GEORGE H. McKAIG.
E. A. COVELL, NELLIE L. COVELL, N. O.

BOWMAN, ALICE DENNETT and ELEA-
NOR DENNETT,

Appellants,

vs.

WATERFORD IRRIGATION DISTRICT,
Appellee.

PETITION FOR APPEAL
To the Honorable, the Judges of the United States

Circuit Court of Appeals, for the Ninth Circuit

:

Petitioners, George F. Covell, George H. McKaig,

E. A. Covell, Nellie L. Covell, N. O. Bowman, Alice

Dennett and Eleanor Dennett, conceiving themselves

and each of them conceiving himself aggrieved by

the decree of the United States District Court for

the Northern District of California, Northern Divi-

sion, rendered by Honorable Harold Louderback,

one of the Judges thereof, and entered on the 21st

day of February, 1936, whereby said court entered

a "Decree Confirming Plan of Readjustment, Auth-

orizing and Directing Procedure for Consummation
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of Said Plan, and Enjoining Attempts to Enforce

Claims for or Under Outstanding Bonds Except in

Accordance With Said Plan" after the entry of

Findings of Fact and Conclusions of Law, and after

having confirmed the report of Honorable Stephen

N. Blewett, a Special Master, theretofore filed in

said proceeding, and confirmed and approved the

plan of reorganization filed by the debtor Water-

ford Irrigation District in the above entitled pro-

ceeding and denied motions to dismiss the proceed-

ing theretofore filed by these petitioners, file this

their petition to appeal from said decree of said

District Court, and in that behalf said petitioners

state as follows:

I.

That on the 6th day of August, 1934, the Water-

ford Irrigation District, an irrigation district or-

ganized and existing under the provisions of "The

California Irrigation District Act", the debtor

named in said proceeding, filed its petition in the

United States District Court for the Northern Dis-

trict of California, pursuant to Section 80 of the

National Bankruptcy Act, for the confirmation of

a plan for readjustment of its debts, and there-

after on said day said petition was approved hy

order of said District Court as properly filed under

said Section.

II.

That said iDctition recited that said irrigation dis-

trict is insolvent and unable to meet its debts as

they mature and desires to effect a plan of read-
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justment of its debts, consisting of two issues of

bonds issued under the provisions of said '

' The Cali-

fornia Irrigation District Act", together with ma-

tured and unpaid interest thereon, namely, an issue

of bonds designated as "first issue" in the principal

amount of $465,000.00, bearing 6% interest per an-

num, dated January 1, 1917, of which bonds $446,-

000.00 are outstanding, and an issue of bonds desig-

nated as "second issue" in the amount of $205,-

000.00, bearing interest at 5%% per annum, dated

July 1, 1919, of which bonds $188,525.00 of princi-

pal amount are outstanding, there being unpaid in

matured interest the approximate amount of

$87,661.98 represented by interest coupons attached

to said bonds. Said petition further set forth that

a plan of readjustment had been prepared, accepted

and approved by said petitioner. The plan pro-

vided for the payment in cash in the sum of 48.82

cents per each dollar of principal amount of said

outstanding bonds, said amount to be obtained

through a loan from the Reconstruction Finance

Corporation, an agency of the United States. Said

petition further recited that creditors owning not

less than 66 2/3% in amount of the bonds of said

district, including bonds, notes or certificates of in-

debtedness owned, held or controlled by petitioner

in a fund or otherwise, had accepted said plan in

writing.

III.

Thereafter and within 90 days from the first pub-

lication of notice to creditors, your petitioners filed
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a motion to dismiss the petition and also an answer,

wherein it was set forth that your petitioner (and

one David Selby, who has not joined in this appeal

and who had a bond of said district amounting to

$1,000.00) owned in the aggregate $146,600.00 prin-

cipal amount of bonds of said district, together with

interest due thereon and unpaid in the amount of

$20,110.00.

IV.

The motion to dismiss was based upon the follow-

ing grounds, namely, that the court was without

jurisdiction to entertain and hear the petition or

to determine the cause for the reason that Section

80 of the bankruptcy act violates Section 8, Article

I of the Constitution of the United States; violates

the Fifth Amendment to the Constitution of the

United States ; violates the Tenth Amendment to the

United States Constitution ; that Congress has no

constitutional authority to pass legislation regulat-

ing the rights of said district ; that said Section

80 pretends to submit a state agency to the jurisdic-

tion of the Federal Court, contrary to the plan and

scheme of government as set forth in the Constitu-

tion; and that it violates other provisions of the

Constitution of the United States; and upon the

further ground that the appellee was \\dthout legal

capacity to make its petition for the reason that

Article I, Section 16 of the Constitution of the State

of California j^rohibits the impairment of o])liga-

tion of contract, and Article I, Section 21 of the

California Constitution prohibits discrimination be-
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tween classes, and that Article XIII, Section 6 there-

of, provides that the power of taxation shall never

be surrendered or suspended by any grant or con-

tract to which the state shall be a party, and that

the appellee is not one of the agencies permitted

under Section 80 to file such a petition, and upon

the grounds that the petition did not state facts

sufficient to constitute a good and sufficient petition

under said Section 80.

V.

The motion to dismiss was accompanied by points

and authorities and was submitted to Honorable

A. F. St. Sure, Judge of said court, on November

12, 1934, at which time the said Honorable District

Judge denied the motion to dismiss, and your peti-

tioners exception to the ruling was allowed.

VI.

The answer of respondents placed in issue the ma-

terial allegations of the petition and again set forth

the aforesaid constitutional objections to the pro-

ceeding.

VII.

On November 12, 1934, the Honorable A. F. St.

Sure, Judge of said court, made an order of refer-

ence to Hon. Stephen N. Blewett of Stockton, Cali-

fornia, as Special Master, to determine the issues.

VIII.

Subsequently, hearings were had before the said

Special Master during which testimony was intro-
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diiced on behalf of the appellee and on behalf of the

appellants.

IX.

Upon the commencement of the introduction of

testimony at these hearings the appellants made ob-

jection to the introduction of any testimony upon

the grounds set forth in the answer, namely, the

unconstitutionality of Section 80, and the unconsti-

tutionality of Assembly Bill #12 of the Extra Ses-

sion Laws of 1934 of the Legislature of the State of

California, and upon the grounds of the insuffici-

ency of the petition. These objections were over-

ruled by the Master and an exception was allowed

to the appellants.

X.

At the conclusion of the testimony introduced by

the appellee, the appellants made a motion to dis-

miss and for non suit, based upon the insufficiency

of the evidence. This motion was denied by the

Master and the exception of the respondents was al-

lowed.

XI.

At the conclusion of the testimony before the

Master, the matter was submitted to him and he

made his report to the court on May 15, 1935.

XII.

In his report the Special Master sustained the

constitutionality of the bankruptcy act and said

statute of the State of California and he found in

favor of the appellee upon the issues raised and
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recommended confirmation of the plan to the Dis-

trict Court.

XIII.

Thereafter and within twenty days after the fil-

ing of the Master's report, the appellants served

and filed their written exceptions to the report of

the Special Master. These exceptions were twelve

in number, amongst which were the following:

Second Exception. The objection to the introduc-

tion of any testimony should have l^een sustained.

Third Exception. That the motion for judgment

for insufficiency of the evidence should have been

sustained.

Fifth Exception. The Waterford Irrigation Dis-

trict is not a bankrupt within the meaning of bank-

ruptcy as defined by the Constitution of the United

States.

Sixth Exception. The plan is not fair, equitable,

nor for the best interests of creditors and that it

discriminates unfairly in favor of certain creditors.

Seventh Exception. That the bonds of overlapping

taxing districts should be considered.

Eighth Exception. That the mortgages and deeds

of trust against the lands of the district is a rele-

vant matter and should be considered.

Ninth Exception. That the plan does not provide

for application of trust funds.

Tenth Exception. That the plan was not pre-

sented in good faith.

Eleventh Exception. That Section 80 of the Bank-

ruptcy Act of 1898 in its application to the facts of

this case violates the Constitution of the United
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States, and that said court was without jurisdiction

to enter a decree for the reasons heretofore re-

ferred to and set forth in the motion to dismiss and

answer of the appellants.

Twelfth Exception. That the district is not auth-

orized by law to carry out the plan.

XIV.

That on the 24th day of June, 1935, the Master's

report and the exceptions of respondents were sub-

mitted to Honorable Harold Louderback, and on the

3rd day of July, 1935, the following minute order

was made:

"Special Master's report and exceptions

thereto having been submitted and being now

fully considered, it is ordered that the said

report be and the same is hereby affirmed and

exceptions thereto are hereby overruled. Fur-

ther Ordered that fees of Special Master shall

be determined by Court at hearing to be had

thereon, said hearing to be noticed to all parties

interested.
'

'

XY.
Thereafter the appellee presented a petition for

an order amending the minute order of July 3rd,

1935, to provide for confirmation of the plan in the

minute order and also for an order continuing the

proceedings as provided by Section 80 and pre-

sented therewith the written consent of more than

50% of the creditors affected by the plan, to all of

which the appellants objected, whereupon upon sub-

mission of the matter, the Honorable Harold Louder-
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back, United States District Judge, granted the said

petition and entered an order nunc pro tunc amend-

ing the minute order as requested by appellee and

continuing the proceeding, and thereafter signed

findings of fact and conclusions of law, and in ac-

cordance with the conclusions of law the said Hon-

orable Harold Louderback, United States District

Judge, did on the day of February, 1936, enter

a decree denominated "Decree Confirming Plan of

Readjustment, Authorizing and Directing Procedure

For Consummation of Said Plan, and Enjoining

Attempts to Enforce Claims for or Under Outstand-

ing Bonds Except in Accordance With Said Plan",

which said decree, except for title of court and

cause, is in the following words and form:

[Printer's Note]: The Decree Confirming Plan

of Readjustment, filed in the Circuit Court of Ap-

peals for the Ninth Circuit, is identical to the

Decree filed in the District Court, and is set forth

at pages 39 to 53 of this printed transcript, and is

not reprinted here for purpose of economy.

XVI.

That the petitioners refer to the Assignment of

Errors filed by them herewith setting forth the er-

rors made by the court below and giving the grounds

for this appeal and make said Assignment of

Errors a part hereof.

WHEREFORE, petitioners pray and each of

them pray that an appeal be allowed to this Honor-

able Court imder Section 24 (b) of the National
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Bankruptcy Act (USCA Sec. 47b) from said decree

of the District Court dated and entered February

21st, 1936; that a citation be issued directed to

Waterford Irrigation District, debtor, as appellee,

citing and admonishing it to be and appear at a

United States Circuit Court of Appeals for the

Ninth Circuit to be holden at the City of San Fran-

cisco, State of California, and directing it to show

cause, if any there be, why the said order rendered

against petitioners and each of them should not

be corrected and why speedy justice should not be

done to the parties in that behalf, and that a tran-

script of all the records and proceedings in said pro-

ceeding in the said District Court, duly authenti-

cated, be transmitted to said United States Circuit

Court of Appeals for the Ninth Circuit, and that

the amount of bond for costs on such appeal be

fixed.

Dated: This 9th day of March, 1936.

GEORGE F. COVELL
GEORGE H. McKAIG
E. A. COVELL
NELLIE L. COVELL
N. O. BOWMAN
ALICE DENNETT
ELEANOR DENNETT

Petitioners.

By W. COBURN COOK
Their Attorney.

W. COBURN COOK
Attorney for Petitioners.
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State of California

County of Stanislaus—ss.

GEORGE F. COVELL, being duly sworn, says:

That be is one of the petitioners above named;

that he has read the foregoing Petition for Appeal,

knows the contents thereof and that the same is

true of his own knowledge, except as to such mat-

ters as are therein stated upon information and be-

lief and as to such matters that he believes it to be

true.

GEORGE F. COVELL

Subscribed and sworn to before me this 9th day

of March, 1936.

[Seal] W. COBURN COOK,
Notary Public in and for the County of Stanislaus,

State of California.

[Endorsed] : Filed Mar. 10, 1936. Paul P. O'Brien

Clerk.

[Printer's Note]: Assignment of Errors, filed in

the Circuit Court of Appeals for the Ninth Circuit

on March 10, 1936, is identical to assignment of

errors filed in the District Court, and is set forth

at pages 55 to 66 of transcript, and is not reprinted

here for purpose of economj^

At a Stated Term, to wit: The October Term A.

D. 1935, of the United States Circuit Court of Ap-

peals for the Ninth Circuit, held in the Court Room

thereof, in the City and County of San Francisco,
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in the State of California, on Monday the sixteenth

day of March in the year of our Lord one thousand

nine hundred and thirty-six.

Present

:

Honorable CURTIS D. WILBUR, Senior Cir-

cuit Judge, Presiding,

Honorable FRANCIS A. GARRECHT, Cir-

cuit Judge,

Honorable BERT E. HANEY, Circuit Judge.

[Title of Cause.]

ORDER ALLOWING APPEAL.

Upon application of Mr. Coburn Cook, counsel

for appellants in the above entitled cause, and good

cause therefor appearing,

IT IS ORDERED that the petition of George

F. Covell, George H. McKaig, E. A. Covell, Nellie

L. Covell, N. O. Bowman, Alice Dennett and Elea-

nor Dennett for allowance of an appeal under sec-

tion 24b of the Bankruptcy Act, filed March 10,

1936, from the order of the District Court of the

Northern District of California, entered herein on

the 21st day of February, 1936, be, and hereby is

allowed

:

IT IS FURTHER ORDERED that a cost bond

in the sum of $250.00 be filed within ten days from

date and that for such purpose the cost bond ap-

proved by the United States District Judge upon

allowance by the District Court of an appeal herein

shall suffice as the cost bond upon the allowance of

this appeal.
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[Title of Court and Cause.]

CITATION ON APPEAL
United States of America, ss

:

The President of the United States of America, to

Waterford Irrigation District, Debtor, Greet-

ing:

You are hereby cited and admonished to be and

appear at a session of the United States Circuit

Court of Appeals for the Ninth Circuit to be holden

in the City of San Francisco, State of California,

within 30 days from the date hereof, pursuant to

an order allowing an appeal of record in the Clerk's

office of this court, wherein George F. Covell, George

H. McKaig, E. A. Covell, Nellie L. Covell, N. O.

Bowman, Alice Dennett and Eleanor Dennett are

appellants and you are appellee, to show cause, if

any there be, why the ()rder of the United States

District Court for the Northern District of Cali-

fornia, Northern Division, made, rendered and en-

tered therein on the 21st day of February, 1936,

wherein amongst other things the court approved

and confirmed the plan of readjustment of debt tiled

by said debtor Waterford Irrigation District in

the above entitled proceeding, should not be cor-

rected and why speedy justice should not be done

to the jDarties in that behalf.

WITNESS the Honorable CURTIS D. WIL-
BUR. United States Circuit Judge for the Nintli

Judicial Circuit this 16th day of March, 1936.

CURTIS D. WILBUR
Judge of the United States

Circuit Court of Appeals.

I



Waterford Irr. Dist. 177

Receipt of a copy of the foregoing admitted this

19th day of March, 1936.

HANKINS & HANKTNS
Attorneys for Appellee.

[Endorsed]: Filed Mar. 23, 1936. Paul P.

O'Brien, Clerk.

[Title of Court and Cause.]

STIPULATION AS TO RECORD ON APPEAL.

It is stipulated between the parties to this appeal

that the record on this appeal may consist of the

following records brought up from the District

Court; namely,

1. Agreed statement for Appeal.

2. Order Continuing Proceeding in Effect.

3. Order Amending Minutes of the Court and

Authorizing entry of Findings of Fact and

Conclusions of Law and Formal Decree as

of July 30, 1935.

4. Findings of Fact and Conclusions of Law.

5. Decree Confirming Plan of Readjustment,

Authorizing and Directing Procedure for

Consununation of said Plan, and Enjoining

Attempts to enforce Claims for or under

Outstanding Bonds except in accordance with

said Plan.

6. Petition for and Order Allowing Appeal.

7. Assignment of Errors.

8. Citation on Appeal.
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9. Clerk's Certificate to Record.

10. Bond on Appeal.

11. Praecipe.

The record on appeal shall consist further of the

following records and matters in the Circuit Court

of Appeal:

1. Petition for Appeal.

2. Order Allowing Appeal.

3. Citation.

4. Minute Order of Court.

5. This stipulation.

6. Clerk's Certificate to Record.

It is further stipulated that inasmuch as the

assignment of errors filed in the Circuit Court of

Appeals is the same as that filed in the District

Court, that the same need not be reprinted, and,

further, that brief in support of petition for appeal

may be omitted from the record, and that that por-

tion of the petition for appeal to the Circuit Court

of Appeals which consisted of the copy of the de-

cree confirming plan of readjustment, etc., may be

omitted from the printed record, as well as title of

court and cause and verifications where convenient.

Dated: March 19th, 1936.

W. COBURN COOK
Attorney for Appellants

HANKINS & HANKINS
Attorneys for Appellee

[Endorsed] : Filed Mar. 23, 1936. Paul P. O'Brien,

Clerk.

I


